
A"- 


'MONEY: 


ITS CONNEXION WITH RISING AND 
FALLING PRICES 


EDWIN CANNAN, MA., LLD. 



P S Knro ft SON, LTD. 




PREFACE TO THE SIXTH 
EDITION 

The first edition of this bode rras written In August 
Septenibcri ZQxSi befoze I knew the war 
w at last comiiig to an end, and it was pnbii^ed 
soon after the Armistice 

In this oonntcy the enl tS over-issue of currency 
had not progressed nearly so far as m several others, 
and 'in the light of the subsequent experience of 
Russia, Germany, and Poland the British note issue 
of that looks quite trifiiiig, converted mto 
maths at the pre-war rate of twenty to the pound 
the whole amount outstanding was then only a 
tnfimg fraction of the number of marks which were 
added gay to the German curiency in the autumn 

of 1923 But in the eye of the prophet a bttle doud 
no bigger than a man's hand may be the herald of 
a storm, and the situation was made specially alarm- 
ing by the mnnMng ddiuooxis which prevailed even 
m most " expert " quarters about the paper pounds 
vdiich, thou^ the supersession of gold com had 
long ago been practically completed, had been paid 
out by the Treasury during the previous twdve 
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bnt many jouinalists and even a few economists, 
actually contended that the Cnrrency Note issne, 
made under a purely permissive Act of Parhament, 
was uncontrollable 1^ any authority or human 
bemg, or at the least that it could not be checked 
withont making the Bank of England bankrupt. 
"People constantly speak," said one of them, "as 
thou^ the issue of cnrrency notes were somehow 
withm the power of the Treasury to regulate. But 
surely this is not so. Anyone who has a balance at 
the Bank of England can turn it mto currency notes 
ed Ub B[ow is he to be stopped ’ " The Bank was 
supposed to have an mcuraUe diarrhoea of pounds, 
though she had never soared horn that disease 
before the laxative of the Current and Bank Notes 
Act, 1914, was administered to her. 

Ihe House of Commons Select Committee on 
Nabonal Expenditure, after bea^ the Treasury 
on the subject, declared m its Second Report, " Notes 
are not issued m order to make Government pay- 
ments," without makuig the slightest attempt to 
explain how the Govemment managed to get nd of 
the proceeds of the issue without paymg them away. 

All this made me think it desnabb to add to my 
Wealth a chapter containing ihe elementary prmciples 
on which the value or pinohasmg power ^ money 
depends, bnt the exposibon turned out longer than 
I expected, so that it seemed better to publish it 
separately. This, unaltered except for a few unun- 
portant roriectioiis and some excisions or amenU- 
ments of allusions to states of things no longer exist- 
mg, forms Part 1 of the present edition. 
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Fart n, secScxis 1-4, and Part III, sections i and a, 
veto ad^ m the fourth edition, 1923, takmg the 
place of tno sections dealing with the nse of pnces 
in 1914-20 whidi had appeared m the second and 
third editions. Much of sections i 2 of Fart II 
were taken, by kind permission of the editois, from 
a paper re^ to the Eoomnmc Section of the Bnbsh 
Association at Edmbmgh, idiidi was prmted in the 
Eammtc Journal for December, 1921. 

Section 5 of Fart 11 , section 3 of Fart ni, and 

1926. 

In the present edition I have continued Appendix 
n, eiplammg the changes which have been made m 
the gold 8tandaid,80 as to make it cover the effect 
of the Curreniy and Bank Kotes Act, 1928, which, 
ten years and eleven days after the Armistice of 
November ii, 1918, put an end to the Currency Note 
Issue hastily concaved as an emogency currency 
in the hectic days of August, 1914. 

Jttimry, 1929. 
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PART I 

crNrnw, puiNCiPLr.s 
|i iJ.iuliiel.on. 

Jfany economic principles can be dealt nilli best 
m the fiiiit place on tlic assumption tint iilicn a 
change is obsen cd in tbe price ol a jnrticiil jr commo- 
ditv or service it means a diange of value peculiar 
to that one kind of commodity or service, and is not 
merely a part of a general aangc in the level of 
prices, which is only another name for a change in 
the value of moni^ In av iltred countnes in ordinary 
times, as m England for nearly a century before the 
\lar broke out in 1914, general changes in prices— 
rises or falls of prices tiuien as a whole— vvere per* 
ceptible enough to evperts and students, but were 
too gradual to be reali^ by the mass of the people, 
or even to caercise any easify recogm/cd influence on 
the actions of the commeraal and investuig classes. 
In 1913 the author of IVeallA ■ a Brief hifilttmtim’ 
of the Censis of Malenat Welfare, might well feel 
himself ]ustified in onutUng the subject But nfiu 
the vrar the position is different , that biouglit about 
i cliangc m the geneial level d prices or value of 
money so great and so rapd that it is perceptible to 
uver^e, and has immensely disturbed the rclalive 
matenalSrclfare^ classes and individuals and bc- 

To endeavour to acquire some dear notion of what 



useful opiiuons on economic affaus The foUovnng 
pages embody an attempt to assist m this task They 
do not profess to be exhaustive investigation of the 
past and discussion of schemes for the future ha re 
both been sacrificed in order that space might b' 
gained for treatment of the present ^ 


§ 2. Secogmhon taid nuasurmetit ef changes in ths 
value of 

A great many attempts have been made to define 
money m few words. Th^ have failed like similar 
attempts to HgfiTiA other terms cozomooly 

used in ordinary language They fail because money, 
like most of the other great economic terms, and like 
nearly all words in mmTnca i use, difierent 
things in different co ntents. In a context hifft 
the present, which suggests an mvestigation into 
the causes of nsmg and falling prices, it means the 
unit of account conunooly usea in purdiases any 
sales and other commercial transactions. In tlu. 
United Australm and South Afncai 

pecmle buy goods with and sell them for pounds, 
shilmigB and pence, and ” pnees " are always ex- 
pressed m quantities of these unrts : in the United 
States and Canada dollars and cents are used fi)r the 
purpose in Ftance, francs and centimes : m India 
rupees, pice But as the cent ftflntimft 

axe merdy f^awTnai fractions of the dollar and franc, 
and the shilling and penny merely ^ar fractions 
of the pound, and annas and pice the same of the 
mpee, we can say for ^ort and without any ri^ of 
being misunderstood, that the unit of account m 
these countries is the poimd, the dollar, the franc, and 
the mpee When, then, it is said in England that 
the valne of money has fallen, what is meant is that 
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f ponnd sterfing, £1, mil bay less fhan before; 
when the same words are used in the United States 
what IS meant is that a doDar, $1, will buy less , 
when m France, that a franc, if., and m India, that 
a rupee, Ei, will buy less llius an alteration m the 
gf iieral level of prices is the same thmg as an aitcr- 
tion m the value of money, mrcept of course that it 
IS upsidedown, a fall m the value of money being a 
iise m the general level of {oices, and a nse m its 
iraluebemgafallmtbatlevd As prices are expressed 
in quantities of the nmt of account, this is a matter 
wbch could not possibly be otherwise The price of 
thmgs is the money got for them, the value of money 
is the things got for it. 

Till recently there have been many persons, and 
perhaps there still are some, who manifest an c\tra- 
ordmary reluctance to adimt the occurrence of any 
change m the general levd of prices m theu own tunc 
.They appear to have at the baidc of their minds an 
imtnessian that money has become mvanable m 
lalue, so that prices tmeen as a whole are no longer 
lUbject to chan^, however modi vanaton there may 
oe in the prices of particalarcommodituiS. Why such 
'changes should have beeu possible m the p^, as 
' th^ adrmt, and not m the present, they are never 
able to explain, and their rmuctance to admit the 
possibility of changes m Uie present is only the 
txmseqnence of their bemg so habitually accustomed 
to measure values by mon^ that th^ feel towards 
any suggestion that the valw of money itself wants 
measuring just as the aged villager feds towards the 
suggeshon that the distmce between two milestones 
which he has throughout life his idea of 
a mile IS fifty yards short , and the suggestion that 
the value of mon^ has changed appears as incred- 
ible to them as the suggestion that the whole of the 
West Bidmg of Yarksture had risen a foot between 
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two Ordnance Surveys wonM appear to the average 
iiibahitant of Hudd^dd 
Being unable to bring forward any reasons why 
changes in the value of mon^ and genaal level of 
prices should have become impossible, those who 


questuming the existence of eadi particular diange 
whidi happens to tahe place in &eir tune. It is 
therefore necessary for ns to begm by maWng dear 
how such changes may be recognized and rou^y 
measured.^ We cannot expect to fo 


nse, say oi 10 per 
commo^ and sa 


service. If we did ei^ect sudh a 
imply that we also 
the general level of prices remamed 

’--tween today and next year, the 

^e commodity would be pieasdy the sa ^ 

IT as to-day Of course we eapect nothing of the ' 


cLogmg. 


various diverse i^ueices and are constantly! 
In the event of a general rise or fall of i 
' reason for supposing that these ’ 
iniescent-than w' 


mflnences would be any mi 


rise, some thmgs will use much and others little, 
and some are likely even to M How then can we 
judge whether there has been a change in the general 
level, and if we are satished that such a cha^ has 
occurred, how can we judge whether it is great or 
small? 

The process is analogous to that which would be 
employ^ m ascertaining whether and if so 1^ how 
mndi the existing level of an acre of ground which 
has been veiy much disturbed by operations upon it 
IS lower than it was before Let ns say that Jones 
and Smith have been comrades m the War, and on 
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M need not be mote tban abont lo Indies, and 
Jones finds it eiipedient to abandon the aigument 
that nothing has been removed, and to finii some 
other defence for ha parent 
Commadities and sovices are so nnmerons in 
kmd and the kinds shade into each other so gradually, 
that to take mto account the price of all S them a 
much like taking into account the levd of eveiy part 
of a rough field, when smoothing it a not to be 
thought oL We cannot do it hterally, and must be 
content with taking a sufficient number of measoie- 
ments at pomts selected without bias. The ordinary 
person’s impression abont a general change of paces 
a much like Smith's measurement of the levd of ha 
fidd "by theeye": it is likdy that he will be able 
to recognize a large change of prices— probably 
anytbmg over 25 per cent., just as ^th is 
hkdy to be able to detect a fall of 10 feet in the 
general levd of his fidd. When the change a not 
great, he is just as likdy as Jones to be misled by 
bias mto denying its existence, and m all cases bias 
a hkdy to him, as it led Smith, mto very 
faulty estimates. To arrive at agreement it a neces- 
ary, as in the case of the disturb^ fidd, to introduce 
statistical methods, and tha a done by the constmo 
turn of what are called " mdex numbos " of prices. 
The prices cd a large number of commodities at some 
particular date, called for tha purpose the " base 
year " or the " standard year," are collected, and the 
prices of the same conunodities at subsequent (or 
earlier) dates are represented as percental of the 
prices of the base year. If beef cost rod. per lb. m 
the base year and 13d. at some later date, it is put 
down at roo for the first and 130 for the second 
period, since if it takes 13d to buy what formerly 
could be got for rod., it takes Z3od. to buy what 
could formerly be got for 100. The paces of a 
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equal value : If the cdn mre vorth more than an 
equal \wgbt of uncomed metal, people would be 
carrying the uncdncd to the Mint : if com were 
worth less than unearned, th^ would be mcltmg the 
com down The fact tlmt the uncoined metal and 
the corned continue to exist side ^ ^ is proof of 
them bemg, weight for wei^t, of equal value We 
are not to say that the value of the com is detemuned 
by that of the uncomed metal anymore than we are 
to say that the value of the uncomed metal is deter- 
mmed by that of the com, but we can say unhesitat- 
ingly that the two are conne^d together and must 
stand at the same level just as much as the water m 
two cisterns connected by a laqge pipe. 

This was the situation, for example, m F.n gland 
from soon after the end of the Napoleomc war till 
X914 , the umt of account the ** pound," 
ongmally a poimd weight of silver, had throng 
vanous vicissitudes come to be represented by a 
gold coin called a sovereign made out of tig grams 
of pore gold and 10} ^ negligible alhw , comagewas 
free and gratuitous, and cams could be melted or 
transported anywhere at the will of the owner 
What, by an historical survival, was called " a pound " 
might have been tranriated inio 113 grains of fine 
gold m even contract and commeraal transaction 
without produemg any sort of diMocation or causing 
any one to lose or gam. It is true that people con- 
stantly paid each other " poumls " without passmg 
either riiapeless lumps of gold or sovereigns from 
hand to hand ■ they paid m bank-notes and they 
paid m cheques, but any one who got a five-pound 
banknote (no smaller notes were allowed m England 
and Wales) could if he pleased demand five sover- 
eigns for it from the bank that issued it,andanyone 
who received a good cheque could demand pajnnent 
of its amount either m sovereigns or m of 
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England notes wbidi could be "conTerted into” 
sovereigns by demand on tbeBank So that anyone 
paymg or receiving "pounds" was always pving 
or getting somethmg equivalent to 113 grams of 
gold. Thus the value of the pound was Tdentic”! 
with the value of gold— what a pound would “ buy " 
was Just the same as what nsgrainsof gold wodd 
exchimge lor. 

So the value or purchasing power of mon^ 
—of the pound sterling— could be, anH generally 
was, qmte properly discussed as the value of gold 
An answer to the question what made gold exchange 
for more of other commodities on the whole was an 
answer to the mestion what made the pound exdiange 
for or " buy " more of other commodities on the 
whole. 

The vslne of & predous is on just 

the same thinffi as the value of any other mkal If 
more people demand it (that is want it and have 
means to pay forit}, orif thesame number of persons 
demand more, it will nse in value, and vice versa. 
If more persons are wilhng and hble to produce it, 
or if the persons already engaged m its production 
are able and willing to produce more of it, its value 
mil tend to M. 

No one will find much difficulty m appreciating 
this so far as the demand tor purposes other than 
currency are concemed Any one can see that gold 
15 a metal which is prized for puiposes of ornament, 
which IS extraoidmanly convenient for hoardmg as 
a store of treasure to be eiqiended at a future ^te, 
and winch te at present vero iseful for many industrial 
puiposes and would be gladly used for many more 
if omy It were cheaper. About the changes of demand 
m idation to all these them is so little difficulty that 
they are often ignored. But they are far too import- 
ant for tlat, as is suggested by the toct that thqr are 
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estimated in oidmaiy times to take somewhere m the 
neighbourhood of a half of the annual product of the 
metal We must always remember tliat the demand 
teuds to mcrcasc as pca{de become ncher and more 
numerous, that it tends to decrease as security grous 
and the habit of keeping hidden hoards decays, and 
that it vanes vdth mdnstnal discovery, as fo^ example, 
the mvenbon of gold (dates m dentistry, uhidi 
mcreased the demand, and the inrention of vulcanite 
(dates, wlutdi 6mmished it Further we must note 
that for many industrial uses the demand is extras 
ordinarily elastic, since if gold were cheaper its use 
would be extended enormously— if it were cheap 
enough an enormous number of mor pci^lc who 
now have no gold ornaments would nave some, and if 
it were cheaper still it would be largely used for 
roofiiig houses 

The demand for gold for purposes of currency is 
more difficult to deal with, owing to our bemg accus- 
tomed to thmk of demanding other tlimgs in exchange 
for cunency rather than of demanding currency m 
exchan^ for other things, and also, perhaps, owing 

nexion with comnio^ties qmckly consumed, like 
wheat, rather than commodities which only pen^ 
slowly,like houses If we can ^ke ourselves loose 
from the effect of these habits, we shall soon find the 
su^ect less anomalous than it is often supposed to be. 

iJie amount of metallic money in existence at any 
one moment of tune is the sum of the amounts m the 
possession of mdividuals and msbtutions at that 
moment It cannot grow laiger without an increase 
either m the number of mdividuals and msbtutions 
who have holdings or an mcrease m the average 
magmtude of the smgle holding. Other thmgs bdw 
eqi^ therefore, an mcrease in the numbers 
persons and mstitntions with sqniate holdings will 
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increase the aggi^te demand for coin in jnst the 
same way as, other Hungs bemg equal, an mcrease 
in the number of persons with separate bouses will 
increase the demand for houses Such an increase 
may of course be brought about by an maease of 
population if the additional numbers do not consist 
entiidy of very small children, very infirm or aged 
pers^, paupm and others who have no separate 
hnWingji of wwn, That ^ualificatioii suggests that 
an increase may also be brou^t about by mcreasing 
the proportion of the people havmg separate holdings 
and by increasmg the number of institutions with 
separate hdldmgs for example, when a number of 
dd people were taken out of the workhouses and 
given monqr upon which to mamtam themselves, a 
large number of new holdings were created, each 
old-age pensioner now having bis httle stock : and 
when a new company for snpplymg anything is 
estabMed, a fresh separate holding of cmn is almost 
always set up. This part of the subject presents no 
difficulty. 

Giveu the number of separate holdings, the aggre- 
gate amount of com wfil dqiend on the magnitade 
of the average separate holdmg. The fou^ation 
of a person's or an instrtution's want of such a 
holding of com is easy to see it is the necessity or 
convenience of havmg means of payment at hand 
The prudent shopkeeper takes care not to leave his 
till wholly without coin, because he fears a customer 
may walk out m a huS if he has to say he has “ no 
change " , the prudent housewife must have enough 
com all though Sunday (when die may be spend^ 
notlung beyond id. or jd to the church collection) to 
pay for last week’s washing when the cart calls for 
this week's early on Monday , the prudent citizen 
does not literally mvest his last penny m War-bonds 
as requested by the War-Savmgs Committee, because 




14 MONEY 

Nowadays tiiesituaiioa is different. Methods 
of setting one payment against another through 
banking and other agencies have done away with the 
necessity^ of a tenant hddmg an amount of coin in 
prefiaration for paying his rent and gradually mcreas- 
mg it as quarter my draws nearer, and also with the 
necessity of landlords holding a large amount of com 
after quarter day and letting it down only gradually 
during the quarter. The rent is paid by a bank 
wntmg certam figures in its books which enable the 
lanfflord instead of the tenant to draw out the sum : 
the bank does not keep one stock of coin for the 
tenant and another for the landlord; both stocks 
are dispensed with. Even when there were no £i 
and los. notes, the firm that had to pay £ifioo m 
wages did not m modem times have to accumulate 
£r,ooo gradually throu^wnt the week before pay 
day, but sunply sent a deifc to the bank for the money 
an hour or two before it was paid out 

Paper currencies containing notes of janall denomin- 
ation have obviously rdieved evOT one except banks 
and governments « the necessity of holding com 
unless in preparation for paying sums unda the 
amount of the smallest note Com is only wanted as 
“tte change "of a note TVlientiiereareten-shiilmg 
notes m cumulation, the pnvate person however rich 
does not want more than about ys m com, and a poor 
person, unless he is veiy poor mdeed, will have just 
as much. Fums which have to pay large sums m 
wages do not want any cmn to pay those men who 
receive multiples of 10! Th^ only want coin to pay 
the suiplnses over multiples of los The conse- 
quence IS that, when the amonnts held by govern- 
ments and banks are left out of account, the magnitude 
of the average hddmg of com depends almost entirely 
on the magmtude of the smallest note which is 
allowed by law and is generally acceptable If £s 
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the lowest note, a great de^ of oDm mil be reqmied, 
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any considerable and rapid change in the cnrrency 
part of the want for the predons metals, especially 
gold, comes from change m the polny of governments. 
At one moment a government will accumnlate 
enormous sums m gold to impress its snlqects or its 
enemies with an appearance of solveni^, and a few 
years after it will spend the whde For a century 
a government will prohibit the issue of notes unSee 
£5 and prescnbe tlmt gold must be kept agamst all 
notes issued above a total of 3(20,000,000 or so, and 
then will itself issue ,(1 and ms. notes and multiply 
the issue by six without mcreasing the reserve 
at all. 

Some find a great difficulty at this point They 
say they can appreoate in the abstract the aigiiment 
that mcreased want for com and for the metal of 
which the com is composed must tend to raise the 
value of both the com tiie metal^ but 

that they cannot see how the result comes about. 
If more gold is wanted for dental plates, it seems 
reasonable to expect that more will have to be paid 
for It, but then it is paid for m gold sovereigns, and 
cannot be worth more than before in them, for the 
two are the same thmg, so, too, if more com is 
wanted it is all very wdl to eiqiect it to nse in 
value, but bow can it, seeing that you only give other 
money for it, which money is eqmvalent to it ? 

The answer is that we do not m fact buy gold wrth 
gold, or com with coin or even with money We 
obtain the gold or com we want by givmg offier 
commodities or services in exchange for them. If 
I, a private peison, wish to mciease my average 
holdmg of com from £5 to I cannot do it without 
somdiow or other sactificmg, givmg up, not money 
but other goods or services I must work harder 
and earn more, or I must reduce my eiqienditure, or 
I must reduce my savings and consequently have 





we tend to dimiTrish the dmiaTid for it and conse- 
quently to reduce its value. For the most part every 
week or month or year we give as much as we get, 
and the temporaiy ups and downs of our stocks 
cancel each other quicMy ; but when we mcrease 
our holding for good or diminish it for good we 
exercise a pwnanent influence. 

The e^osition so far given may seem to leave no 
place for the theory of value being connected with 
marginal utility, as tau^ m the economic text- 
books in leg^ to ordinary commodities But 
maigmal utihty plays jnst the same part with regard 
to g^ (both for ordmary purposes and for cmeacy) 
as it does with other commodities. The lower the 
value of gold, the lower will be the uses to which 
it will be put, and the poorer will be the classes of 
people who are able to use it ; as has been suggested 
above, if gold were cheap enou^, it would be used 
for roofs, and many peo^e who do not have things 
which are now made of gold because they cannot 
afiord them would have ttem. This is r^y ea^ 
enough to undeistand, but it may be a httle mfficolt 
to see how the maigmal utihty theory apphes to 
currency. Can we say that the value of sovereigns 
falls as th^ become more plentifnl and their 
utility dunmishes? Where is the matginal purchaser 
or tlie maigmal puictuise? Where the elasticity of 
demand’ The answer is that the difBculty we fed 
IS only the result of the strangeness of estmiatmg 
the value of sovereigns m other things mstead of, as 
usual, the value of other things m sovereigns The 
marginal purchaser is the man vdio is only just 
convmced, or in practice m modem times the bank 
or Government which is only just convinced, of the 
desiiabihty of mcreasmg or itiminisTimg the stock of 
com in hand, just as the maigmal purchaser of house 
room IS the man who is only just convmced of the 






Lane and sometimes starve in Soho or on unprodno- 
tive and unhealthy diggings, but all that they do get 
IS got m the same wasr-^ exchange of gold for 
money which is immediatdy paid aiyay for other 
commodities and services— these being the real thing 
ultimatdy got m exchange Ev^ ounce of gold 
coming into the <*.nTwrnfffwfli wodd is for — 

"sold," j we may turn the word round to sipnfy 
its converse— for commodities and services other than 
gold, and when plentiful in rdabon to them, it will 
tend to be of smaller value— iviU be cheaper— than 
when it is less plentfuL The truth c& this is illus- 
trated by die high prices of commodities and services 
m newly discovers or inaccessible gbld-producmg 
areas. In an area in which gold has only just been 
discovered gold will be of small value (general prices 
will be high) because it is plentiful therein compan- 
son with commodities which have to be brcii^t 
there, and with services which have to be performed 
by persons bron^t there; if the area is easily 
accessible, this will only be temporary, for the high 
prices and earnings will q)eedily.attract commodities 
and workers But if the area is and contmuesto be 
difficult of access from the rest of the world, like the 
Australian goldfield of the eighteen-fifties, and the 
Ttansvaal and the Yukon later, the value of gold 
will remain lower (general prices will remam higher) 
there than m the old-setUed thickly peopled parts dL 
the world because the supply of commodities and 
workers to the area will remam restricted by the cost 
of getting them there If any one doubts this explan- 
ation he has only to ask himsdf whether he beheves 
that if goldfidds like those of Australia and the Yukon 
had been discovered m Yorkshire or on the banks of 
t^ Bhme or the Hudson, there would have been any 
long continuance of much higher prices in the imme- 
diate neighbonrhood than m the rest of the world. 
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Olmoiisly there would not, and the reason would be 
that the services and cammodities woidd soon be 
present m sufficient quantities to equalize matters 

\Vhen gold imning was earned on in so speculative 
a manner as it itas tdl quite recent tunes, people were 
tempted to think that cost of production had httle 
or nothing to do with the value of gtdd Butnowwe 
hear of mmes on the maigm which cannot be worked 
if the prices of commodities and services continne 
so high Tins simply means that they cannot be 
worked when gold is so cheap We are sometunes 
told that gold is unlike other commodities m the fact 
that the stock is so large m comparison with the 
annnal ontput, and this is put forward to justify 
regarding the value at gdd as bemg not affected by 
the cost of production like that of other commode 
tes But there are other commodities besides the 

sto^ IS large m proportion to tlm annual ontput, and 
no one ihmks of stii^esiuig that cost of production 
does not play its usual m relation to these. 
Producers rd gdd sometunes reap large profits and 
somebmes si^ profits^ and so do producers of 
houses A largely inciea^ demand for gold cannot 
be satisfied raiadly, neither can a largdy mcreased 

any one year, and you wiU enoim^y re^e tte 
value of plums douUe the annual output of gold 

eflect 

Antiapation, correct and mconect, plays the same 
part m regard to the vales of gdd as m r^aid to that 
ofotherthmgs The terms on which peo^eenffiange 
thmgs depend not on vdiat is, but on what the 
eordumgeis believe. About the present they are 
often Tntwnfer med, bot t hgi r Trug faVyg soon. ap p^^T 
end mostly cmicel each other, abrat thsfotuiethey 
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can only peculate, some time must elapse before the 
truth appears, and the imstahes are often mostly m 
one dir^on so that ih^ do not cancel each other. 

Now the price of a tUng at any moment s con- 
stantly influenced by antiapations of what the de- 
mand for and the supply of the tlung is going to be 
m the future, and the more durable & thing is, the 
more nnpartant are the effects of these anticipations 
hkelytobe. Thus plums were not a penny cheaper 
m the summer of igz8 because next }^s crop was 
umversally expected to be much larger. But when 
any oneis m search of a house, not to rent for a short 
tune but to buy for good and all, he finds hunsdf 
met unmediately by the owner’s views about the 
demand for and sup^y of houses next year and 
many years after that. If there is general agreement 
that the demand for houses will be good and the 
supply poor for many years, the value of houses will 
be higher than if the contrary is the case, whatever 
the present quantity of houses and whatever the 
present desire of peisonsfar house-room and whatever 
their number and then means to pay for what they 
desire may be It is just the same with gold as with 
houses, except that there is perhaps a httle more 
probal^ty of general otor in one direction or the 
other m consequence of the wideqiread impression 
t^t gold IS mvanable m value In considering 
whether to buy iron or any ncn-predons metal, and 
even a predons metal which is not the standard 
metal, men thinh of the future demand for and supply 
of that locular metal, because they thuik that 
these factors will settle its future price- buttheywiH 
thmk nothmg about the future value of the gold th^ 
are gomg to give for the mm Estimates of the 
future value m gold, if nrnde at all, are made qmte 
unconsciously m the estimates which are form^ of 
the likdihood of a general nse or fall of prices. If 
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present But peo|Ae do sot always pay on delivery * 
they frequently induce the sdler to let them have the 
goo^ on condition that they will pay some tune (m 
all important cases at some defimte time], after 
ddivery The sdler then gives the goods for nothing 
at the moment because he contracts to receive a 
certain agreed sum of gdd at the agreed future 
date. The buyer of the goods contracts to ddiver 
this gold at the future £de. If both buyers and 
sellers are influenced by some wave of sentiment 
which mahes them bdieve prices will go higher, the 
pnces at which these contracts are concluded w^ be 
iugher, whether there is any jnstificaiiDn for the bdief 
or not. 

History shows that war raises prices (lowers the 
value of gold), and tins seems very surpnsmg to 
those who reg^ gold as tiie smews of war. If it 
18 the smews of war, they tiunk, it should me, not 
fall ; all belligerents seem to want mon^ very badly, 
and gold is the best kmd of money and that which 
they seem to want most But all tins is fallacious , 
money is not the smews of war, and what the belh- 
gerents want is not money but vanous thmgs which 
they hope money will buy. In then hurry to get 
munitions they are ready to pay away all the money 
th^ can acquire by taxes or by promising to pay 
money (with interest and very hkdy a prenilum) at 
some future date Far horn pritingmon^ more than 
usual in companson with cammo^bes and services, 
they shovd out money and promises to pay money 
with far less rductance than m tunes of peace As 
for the special otihty of gold, that metal is one of the 
few whi^ are of no duect use for mihtaiy purposes 
A bdhgerent may sometimes thmk it useful to parade 
a large stock of it, as mace than one government 
did during the war, because owmg to the erroneous 
beliefs of the pubhc this may comfort his subjects 






MONEY 


artide, and why should it alone be manufactuied for 
nothing? Why shonld not pe(^le who want coin 
pay for the cost of making it iq> as well as for the raw 
matenal, just as they pay for the making of flour 
into bread and the mAing of white paper into a 
printed book? Where coinage is gratmtous, it b 
always paid for out of Government revenues, because 
Government b the only agency which will do it for 
nothing If private enteipnse takes up the bosmess 
(a thing not altogether unknown?) it will certainly 
leave for onn assatisfied iiU com is 

enough above the raw matenal m value to make it 
worth white to manufacture it. The Government 
mig li-h act, has acted, on tiie same 

principle, ftTid the cbai^ for ftWYnttg 
that pnvate enteipiise mi^t be snppos&d likely to 
make if under ordinary OMnpetitm Further, the 
manu&ctuiB b one very strictly mom^baed 
perhaps no other monopoly has ever been protected 
by such draconian pities as the monopoly of 
edning What is there to prevent govemmenb 
from chaigmg considerably more than the mere cost 
of coining? Something was exacted under the name 
of " seignorage " by the seigneurs or lords who eirer- 
dsed the right of coming m mediaeval times, and 
doubtless th^ trould have made the percentage much 
higher ri then monopoly had been secure mm the 
introduction of foreign corns mto then temtory 
Modem governments could probably charge more 
with safety, but have been restramed from making 
heavy charges and sometimes from making any at 
all by the reason naively suggested by the preamble 
of the statute i8 Car. 11 c. 5, vri^ established 
gratuitous coinage in En^d, "An Act for the 
Encouragement of Coinage" This runs "Whereas 
1 For a fairly modem example, aee Quarltrly Jmrnal e/ 
Beonmaes, Angmt, 1917. EP *>0-634. 
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it is olmoos that the plenty d cnirent cram of gold 
and silver of this IdnHom is of great advantage to 
trade and commerce " 

The cfiect of a charge for coming is to tend to 
raise the ordinary value of the com above that of the 
uncraned metal by the amount of the charge, just 
as any charge for the manufacture of any other 
article ordin^y raises its pnee by a conesponding 
amount above the value of file raw material It 
restricts the production until the 
article is sufficiently above the value of the raw 
material to make the manufacture pay So, if our 
Mmt craned all gold brought to it , but charged 5 per 
cent, any one who brou^t enough gold to make 100 
sovereigns would only get gs sovereigns in exchange 
for It, and m consequence no one would brmg gold 
to the Mmt so long as he could get more thm 95 
sovereigns— )C95— for that amount of gold dsewhefe. 
■Whenever it was worth while to get gold mmted it 
would be beause the market pnee of gold was only 
£95 for the quantity out of iduch 100 sovereigns 
were made, and when the price of gold is at that 
levd It means that mnetf-five sovereigns— £$5— 
wiH biqr enough gold to make 100 sovereigns, so 
that the sovereign IS worth of the gold of which 

IS worth one-nineteenth more than the gold m it. 

It cannot be more fhic for my appreciEble 
tune where comage is "iieeu” le. any one can 
bring as mudi gold as he pleases to the Mmt and have 
It cimied on paymg the charge So if the demand for 

corn were to increase rapidly, it would be met by a 

greater snpjdy On the otI« band, the value of the 

ffitto^he gold m it^for a period of some duration, 

owmg to decrease of demand new comage would 

not toke place in fins period The value could not in 
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any case fall below that of the gold in the soveragn 
where the possibihty existed of turning the com 
mto nncomed gold by the ^ple process of melting 
So the cftcct of seignorage is to keep the value of 
the com always betivccn the metallic value and that 
value phis the seignorage, and in progressive and 
even in stationary periods to keep it at the higher end 
of this limited space 

We must be careful not to be confused by changes 
in the mere form of the transaction For a person 
to take raw material to a manu&cturer to be made up 
for himself, and remunerate the manufacturer either 
by letting him keep a part of the product or by paymg 
him money for the service rendered, was once a 
common method, but is now obsolete, sumvmg even 
at Government mmts, if at all, only in name. Gold 
producers do not now bring or send their gold to a 
mint and receive back the same gold less seignorage 
and other charges, if any, but s(^ their gold to the 
mmt (or a bank which acts as its agent) lor money 
paid to them, and thqr rq^ard themsdves, like other 
producers, as receivmg a price for their product 
So there are " mmt pnpes," pnees given by the mmt 
for gold, and when a seignorage is exacted, it appears 
in ue form of a difference between the mmt price 
of an ounce of gold and the amount of com made out 
of an ounce When, for example, the mmt price of 
an ounce of "standard" (le. pure) gold is 
£3 17s. lojd. or £3 8% and that ounce is corned 
mto £3 894 sovereigiis, this shows an absence of 
seignorage a seignorage would be mtrodneed by 
the mterpositian S a gap between the mmt pnee 
and the amount of com made out of the ounce, 
e g a lowermg of the mmt price to £3 73 per oz., 
while the ounce contmoed to be made mto 3*894 
sovereigns, would yidd the Government a gross 
seignorage of £0 144, or 2s. lo^d. per oz. 
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were in perpetual difficnliies arising from the fact 
that the ratios which each of them fnoscnbed between 
thdr gold corns and their ^ver coins always sooner 
or later led to one or the other metal bong not 
snpphed in sufficient quantities for the requirements 
of a couvement currency. 

With regard to copper amis the principle was acted 
on long bmore it was recognized or understood, and 
long before it was acted on with regard to ^ver. 
Mon^ of small denommaticm was demanded, Govern- 
ment did not supply the need, and, as usual, private 
enterprise step^ in The story m this country 
IS roughly il^t tradesmen took to issuing metal 
“ tokens " for small fractions of the unit of account 
such as pennies or forthings when the Govemment 
did not cdn them, these tokens entitling the holder' 
to goods of that viluc at the diop of the tradesman. 
Th^ were not always retamed for further purchases 
by tile customer who received them m change, but 
got into circulation, i.e thqr were generally accept- 
able, so that things could be bought with them from 
other people as well as from, ffie tradesman who 
issued them, although the metal of which they were 
made was not and did not profess to be of apprkiable 
iralue. Abuses of course soon made their appearance, 
and the bnsmess of providmg these " token cmns " 
was taken over ly the Government. They were 
manufactured by or for the Government and given 
m exchange for Imger money paid by people who 
wanted the small for purposes of fbeu- bnsmess. 
There was no "free" comage. The metalhc value 
of the corns was considerably less than that at which 
t^ circulated without the least difficulty, but some 
importance was attached to it, and no one seems to 
have understood t^t their value was given to them 
by the demand coupled with the limitation of supply 
enforced by thor bemg sdd to the public at the 
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as additions made by the Mmt, and where Govern- 
ment was very weak or meffiaent, they might be on 
a snfficieatly large scale to rqjlace the usual Govern- 
ment supply and exceed the appropriate amount, 
with the same result of bringing down the value oi 
the com, and this would go on until the value became 
so bw that it would not pay the illicit manufacturers 
to produce enough to bring it still lower. The 
acti^ danger from illicit cranage does not appear to 
be great, owing to the fact that coinage on a large 
scab cannot be concealed, and concealed comage on 
a small scale is not a very remunerative manufacture, 
even when the cost of the raw material is very small 
compared with that of the finished article. 

In fact the system has been perfectly successful, 
not only m this county, but wherever it has been 
tried Some countries have made a dight improve- 
ment on the English system by making the silver 
com redeemable or " convertibb ” at then mints oc 
Govonment banks. This means that the Govern- 
ment IS not only ready to sell the coin at the 
scribed ratio, but is abo ready to buy it back at that 
ratio. Thus the possibihty of a falling oS of demand 
is provided for, and no doubt that is desirable. In 
this country there is Iittb doubt that m case of a 
considerabb fallmg oS of demand the Government 
would be compelled to take back enough of the com 
to keep up its value,^and the obligation might just 
as well be acknowledged at once. 

If the value of the m^allb contents of a com of 
this kind is not originally very much bdow the value 
fixed for the com, the partrcular arran^ent made 
vnli peii^ m the event of a consideralw rise in the 
market price of the metal of wbch the con is made. 

1 Hus was wn^n m ijii S Fna^igai 

Cnnency Note Account. 
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Nat is there any reason why such coins should not, 
when convenience suggests it, he made of the same 
metal as the standard com When Lord Randolph 
ChurduJl was Chancellor of the Eimhequer it was 
proposed to reduce the metalhc contents of the half- 
sovereign, while keeping it m drculation at the 
rate of two to the pound. Thecomissubjecttoalarge 
amount of abrasion, and it was thought it might as 
well contribute towards its own maintenance, so to 
speak, by being issued in the first place at a profit 

Tomids the end of the nineteenth century this 
principle that sufiiciency of demand and properly 
limits supply will keep the value of a com above 
that of Its metalhc contents was applied to standard 
com in several parts of the world, of which India was 
the most important 

The Indian Goveinment was troubled in various 
ways, unnecessary to describe, by the change in the 
ratio of value between gold and silver The standard 
was silver, and a silver com, the rupee, was the unit 
of account The ratio of value which bad prevailed 
for a long time between the value of gold and silver 
m the markets of the wwld made the value of the 
rupee to the gold sovereign or pound sterhng about 
xo to X) SO that in oidmary language in Kng^gT^f^ 
the rupee was said to be about zs , while m India 
the pound was said to be lo rupees But the ratio 
was rapidly changing, so that it was said in England 
that the rupee was falling, and m India that the 
pound was nsmg The Indian Government wished to 
step this movement, and also to link up India with 
the Western world, m which the gold standard was 
predominant. Afts some resistance on the part of 
the Bnbsh Government, it was allowed to adept a 
seiheme under whieih the supfdy of rupees to the 
currency was to be so restnet^ as to keep their 
value up to the ratio of 15 to the £1. The possi- 
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sovenagn in circulation, so that the ratio fixed lot 
the rupee was not with a domestic com but with one 
circulating in another country, and could therefore 
only be seen at work in the busmess transactions 
between the two conntnes, commonly called the 
exchanges. Hence the name " gold-exchange stan- 
dard " applied to the monetary system of !bdm 
and other countries with dlirer currencies kept to the 
standard of gold. But we must beware of unagmmg 
any natural pre-emmence of gold over silver The 
same system might be appli^ with equal ease to 
keeping the value of a gtM com at some fixed ratio 
with the value of the silver com of another country 
or indeed with the value of any other dearly cognizable 
commodity or even with a collection of commodities 
such as appears in the formation of an mdex number 
of prices. The Swedish Government came near 
adimtfflg a plan of this kmd m igi6, when it pt 
hfflicances m the wajy of the entry of new gold, but 
the olnect to be aimed at was not properly understood, 
and tne manufacture of paper substitutes for com 
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ultimatdy be mdted to be tamed into something 
else. Consequently where the unit of account is a 
coin regulated in supply, the value of money is never 
lower, may by chance occasionally be equal to, and is 
ordmuily higher than it would be under free and 
gratuitous cdnage. How much hi^er depends on 
the particular standard of restriction adopted: it 
may be higher by a given percentage ; it may be 
hi^er by &e amount necessary to make it conform 
with the variations of some other money, as the 
Indian rupee was kept higher by the amount necessary 
to make it one-fifteenth of £x ; or it may be kespt 
as much bi^er as the restricting authority judges 
desirable by some rough estimate, or as much higher 
as vnll preserve stability of value as indicated by some 
index number of prices. 

It is no objection to this condusion to say that the 
value of a coin restricted in supply may be traced 
the competition of paper currenqr. That is merdy 
one of the numerous tbings whidi tend to reduce the 
demand for the cdn, and may make the demand 
insuffident to keep its value over that of its bullion 
contents. The case will come under notice ^ain in 
the coarse of the argument of the next section. 

§ 5. The vahte of tuotu^ or general level of prices where 
the ttnit of account ts a bank^ioie or currenqf note. 

In modem times metal discs stamped with certain 
designs and lettering are not the only things with 
whi^ peofde buy and for which they sw. They also 
use scraps of paper on wludi are figures or words (or 
both for safety) indicating amounts of the unit of 
account, for example “ £x," “ Ten shillings " (which 
is half a pound sterling). There is usually other 
reading matter on the scraps, but it is not commonly 
read or regarded as of any more importance than 
(what is to most people quite unintelligible) the 
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" DEI GSA : BRITT ; OMH : RBZ FID I DEF : IND ! 
IMF:” round the Kuig's head on our corns Pro- 
vided the paper will be taken for the amount printed 
conspicuously on its face, wherever we are lilmly to 
offer it, we do not trouble oursdves whether, like a 
bank-note, it carries the promise of some person or 
institution to pay that sum at a particular place on 
demand {sal. m busmess hours), or, hke a currency 
note, sajra that it is legal tender (i e. that we can 
compel any one to whom we owe the sum to choose 
between accepting the paper in discharge of the debt 
and gomg without payment altogether). 

How such " notes " first got mto circulation along 
with coins m various countries and at different 
tunes is an interesting historical question well worth 
studying. But the answer is lengthy and not material 
to our present purpose It will suffice to suggest a 
few of the reasons why a demand arose for such a 
currency. Sometimes the demand arose from the 
bad state of the coinage. When base com was 
common and ongmally coins were bahle to be 
much chpped without imme^tely being rejected by 
Ihe neirt person to whom they were offerra, and when 
all sorts of good and bad foreign coins found their way 
mto earh country, the insert person never knew 
what he would actually get if he accqited say £50 or 
£100 tendered to him by a buyer or a debtor, and 
even an expert would take some tune examining, 
weighmg, and perhaps assaymg some of the coins 
What more natural m such arcnmstances than that 
a person, having once got a quantity of coin, diould 
hand it over to some expert man or mstitubon with 
a reputabon for honesty to be examined and certified 
as amountmg to a certam sum ’ And then what 
more natural than that having got the certificate 
be ^ould use it mstead of the com itself to make his 
next big payment with? Instead of ofiermg a 
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doabtfni heap of metal vdnch may or may not amount 
to what he says it does, he is able to offer a certificate 
or note whidi win entitle the holder who accepts it 
to somefhmg much more definite ■ all that is required 
IS that the certificate or note should be made out ui 
such a fonn that handmgit over from one person to 
another— dehveiy—win transfer the ownership of the 
certified quantity of money, and the certificate is 
then an actuaUy better medium of exchange than the 
com itsdf, and there is very natnraUy a demand for 
it, it becomes generally acceptabb, it is "paper 

But even if the comage is tiiove reproach, a demand 
for paper currency can scarcely fail to anse To keep 
a large amount of money m com is to keep a buUcy 
article which offers peculiar attraction to thieves on 
account of its retaining its value when it has 
lost Its form, so that it cannot be identified It is 
natural that any man who has no convenient 
strong-room will wish to deposit any considetabb sum 
m some safe place and take a receipt for it , as one 
good com IS as good as another, he will not ask the 
person with whom he dqxmts the com to promise to 
give him back the actual corns deposited— a promise 
to pay " the sum " deposited mil suffice Provided 

over will transfer the owner’s claim on the personwho 
has the com to the new holder, it b evident that when 
the owner wants to make a large payment he will do 
well to hand over the promise instead of fetchmg ont 
the com from deposit, and the person whom he is 
paymg will do well to accept it It will clearly be 
convenient in view d such possibilities that the 
person with whom the emn is deposited ^ould make 
ont his promises to pay m round sums— £20, £100, 
and so on, so that several may be pieced tog^er to 
make up any particnlar payment. When this is 
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done, the promises or " notes ” pass ban hand to 
liand easdy, become generally acc^able, are " paper 
currency’’ There is a demand for them because they 
are more convenient for keeping and paymg large 
sums than gold, and still more than silver. They 
can be more easily stored and carried : each one is 
identifiable by its date and number and so less 
attractive to Sieves than emn True, fh^ are more 
easily destroyed by fire, but the honest issuer does not 
tsJee advantage of that aeddent 

The person vho "issues" ^e notes makes his 
profit by lending out most of the com dmosited, 
knomng full well that it is vastly improbable that 
many d the note-holders will all at once want to 
exchange this new currency for the old heavy bulky 
and mconvenient coins. &ild compebtois start 
m the busmess ; on the strength of a htde capital, or 
the pretence of a capital, they will issue notes by way 
of loan to borrowers v^ont waiting for dqiosits, 
and the dernmid is soon My siq^lied 

In some such ways redikmable notes get into 
circulation. 

At tins stage it is natural to say that the notes owe 
the fact that they drculate to the &ct that the issuers 
must redeem them if required. But something more 
than redeemabihty is required to make them circulate ; 
when a note is redeemed it is at the end of its circula- 
tion, and what we want to know is rather why notes 
are not presented for redemption at once instead of 
drculatmg They ate kept orculabiig not because 
they are redeemable, but because other people than 
the issuer ivill take them That is, because they are 
convenient to keep m hand in order to make future 
payments with , there is, in fact, a demand for this 
kind of medium of exdiange, so that people like to 
have It in preference to an equal amount of coin 

Ttat redeemabDity, or " convertibihty ’’ as it is 
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of its resources, and that it did not think it could ever 
resume the practice, the notes would have ceased to 
be g gnarall y acc^p^table and coiisec[iieiitly ceased to 
arculate and lost their value at one blow But 
mstead of domg that the Bank directors went to the 
Government and secured the passing of a law restram- 
ing them from redeemmg then notes The public 
thought little of this • the notes looked just the same 
as before, and continued just as convcment, and 
every one except Lord Kmg long afterwards went on 
taking them just as before. The demand for them 
was unaffected, and the supply for the moment 
continued just, oc nearfy, as mudi limited as 
before. 

In some sudi way an alr^y existing demand for a 
convertible note can be mamtemed for it when wdl- 
mformed people, and even much larger numbers, know 
that Its convertibility has disappeared Demand and 
limitation of supply account for an obsolete blue 
Mauritius id stamp selling for a thousand pounds ; 
why tiiould they not also account for a convertible 
note retauung its old value even when it is no longer 
convertible’ The Government of Mauritius cer- 
tauily does not promise to redeem the stamp at that 
or any other vmue and never nndertook to accept 
it as payment for postage for more than zd„ but a 
dealer will give£i,ooo for it because he knows he can 
pass it on for more. Hewillnot,itistrue,give£i,ooo 
for it if he can only sell it for that sum, while any one 
sdlmg five pounds’ worth of goods in 1797 would take 
a £s Bank of England note, although he could not 
exp^ to get more than {5 for it, but the difierence 
IS only the result of the demand for the five pound 
note being a demand for currency, whereas the 
demand for the stamp is a demand for the satisfaction 
of collectomama 

It is perhaps impossible for private mdividnals 
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Ecpaiatch or in association to make a pciicctly new 
issue of inconierlible notes without the assisbince of 
Goicmment, but sudi an issue can be made by or 
11 ith the active iiclp of even a ratiicr ii cak Oni'cmnicnt 
Ihis IS possible partly because tlie public has been 
accustomed to rc“ard the note curreiin as more or 
less arranged for b} the Government, and therefore 
to look upon anj thing which is allowed to circulate 
as being "good"— it trusts the Goicmment to do 
with notes what it docs with com, to sec that 
nothing " bad ” is in circulation— and pai tly because 
the Government assumes the power of interpreting 
the name of the unit of account This power is 
commonly called the power of cliangmg the law of 
legal tender At one time, for c\amplc, gold com 
may be the onlj legal tento , then a contract to 
pay "one hundred pounds” can only be fulfilled 
(unless the other party agrees} by the tender of loo 
soiereigns or 200 half-sovereigns. Government 
may then enact that notes issued by some bank or 
by Its own Treasurj' shall be legal tender, and forth- 
with ever] one who has contracted to pay " pounds ” 
can pay in these notes It is true that if tlic issue is 
very unpopular, the mere making of it Ii^al tender 
will not bring it mto general circulation, because 
people will find means for lefusmg to deal with those 
who insist on paying m it, but the law ccitamly 
doesh^ The power of the holder of a note to make 
his creditor accept it m payment is not ciactly the 
same thmg as the note biiig generally acceptable, 
but It goes far to create gen^ acccptabdity, smee 
a person's reluctance to accqit is largely overcome 
by the fedmg that he can " pass tlie thing on.” 
Governments have often been helped m gettmg thw 
notes mto cuculation by the f^ tliat they have 
forbidden private persons to issue convertible notes 
for small denommations wdiich would have been 
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readily accepted ii allowed. When dearous of 
issuing inconvertible notes themsdves, they pay no 
attention to the arguments against small notes and 
thus their issue satisfies a previously existmg demand 

After this preface about the nature and origm of 
" paper currency ” we come to the question, what 
effect it has on the value of the unit of account, or, m 
other words, on general pnces. 

We must be careful not to M into the mistake of 
imagining that because a note-issue circulates at a 
pu with com, as for example a five-pound Bank of 
England note before the war would r^dily exchange 
for five sovereigns, therefore everything m regard to 
the value of maaev and pnces is ]ust as it would 
be in the absence of the issue The extent to which 
notes take the place of com is commonly very much 
overrated Wnters have sometimes supposed timt 
every issue displaced an amount of coin equal to its 
own total amount less any reserve k^ against it by 
the issuers This is very fear from being true, smce the 
superior convenience of notes for the higher denonuna^ 
tions of currency— that is forsums above five shillings 
or perhaps something rather less— leads to a mum 
larger quantity of caueaiy {cam plus notes) bemg 
k^ on men’s persons than ii there are no notes 
Nevertlidess it is true that all or most note-issues 
do to some extent economize or " displace " com, 
and ther^y reduce the demand for it We may 
certamly take it that the general tendency of note- 
issues, especially when the notes are for small sums 
and therefore compete with cdn much more than with 
other madune^ for paymg money, is to reduce the 
demand for com, thou^ they ne^ not displace com 
to their full amount 

Where the com is restncted and has a much higher 
value than its metallic crmtents, a note-issue, alth^h 
it retains its par value m com, may thus have a 
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considerable influence upon the value of money, 
reckoned as it 15 in thisiestnctcd coin. For example, 
if at the tune the Indian Government was biingmg 
fhempeenptou ^ by restriction of carnage, either 
it or banks had been sncixssful in issmng and keeping 
ontstanduig a large issue of notes (convertible or 
mconvertible] of small denomination, the use of the 
rupee would have been greatly obstnictcd m conse- 
quence of the reduction in the demand for silver 
rupees When the scheme had attamed success such 
an issue might obvioudy have sent the rupee down 
agam to the value of its metallic contents 
But that is not all An issue, convertible or 
mconverbble, although oicnlating at par vnth the 
com tends to reduce the value of the com and raise 
prices even when that com is like the English sover- 
imgn before the War, always on a level with its 
metaflic contents, or litm the Indian rupee mthecasc 
just unasmed has already been driven down to a 
level wiu its metalhc contents It does so even 
when the coin may be nmlied down and exported 
because it tends to reduce the value of its metallic 
contents the demand for coinage being reduced, 
the demand for and therefore the value of un- 
coined bnlhon will be reduced, so that the melt- 
ability of the coin will not altogether save it from being 
pulled down by the dunmntion of demand for it 
caused by the competition of the notes This, how- 
ever, though unportent m any large view of the 
subject, is ne^ible when the effect of a note issue 
confined to any one country IS concerued- the bullion 
of which the value is deprmaed is a mundane commo- 
dity not likely to be very ajqneciably affected by any 
probable smgle change m the donand for the coin 
of any one country 

At this pomt the power of a convertible issne to 
depress the value of money “ad raise prices stops, 



MONEY 


48 

provided the coin may be melted and it or bullion may 
be exported. Money is still reckoned in a coin which 
is conveitible into bullion, and therefore cannot go 
below its bullion value. The conditions of the supply 
of the convertible notes prevent the value of any of 
them from going below the value of the coin, and the 
coin cannot go below the value of its contents because 
the supply of it would then be reduced by melting. 

That the supply of the convertible notes of any 
denomination cannot be so large as to cause a gap to 
appear between their value and that of the coin they 
promise to pay is so obvious as to scarcely need 
explanation. If there was such a gap any one who 
had one of the notes would run to the issuers to get 
it redeemed : the note by hypothesis is circulating 
at par : a pound note pays a pound debt and buys an 
article priced at a pound, and " the change *' for it 
is twenty sliillings, which all the arithmetic books 
agree in maldng a pound. Any gap between it and 
sovereigns would therefore appear in the form of a 
sovereign being worth more than a pound, and if a 
sovereign could be openly sold for more than a pound, 
not^ would be rushed in for redemption by holders 
amdous to make a profit, until parity was reached 
again, or all the notes paid off, or the issuers banlcrupt 
and the notes out of circulation. Convertible notes 
thus cannot be kept outstanding in numbers wliich 
would lead, to their being less in value than the coin 
they promise to pay, and a fortiori they cannot be 
issued in such numbers : it follows that no more can 
be put into circulation than will be compatible with 
their keeping their par vMue. The bankers may try 
to get more into circulation by paying all their own 
household bills with them, but if there are enough out 
already, tliis will only end in the tradesmen presenting 
the notes for redemption. It may occur to some 
banker before breakfast, when the intellect is we^. 
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that it would be a fine thing to encourage people to 
talce his notes by ofEering them at a small discount, 
bat after brealdast he wm remember that this would 
cause an enormous demand for hu notes, bat that 
th^ would all be immediatdy presented for redemp- 
tfon so that more m^ht be asked for and he wotdd 
be rained by the ducoont. There is, in fact, no 
possibility of the convertible note being bdow the 
value of the coin which it promises, and therefore it 
cannot drag the value of money— the unit (d account 
of money— bdow the value of the bullion contents of 
the coin, when that coin itsdf is protected by free 
convertilnlity into bullion from bding so digged 
down. If the freedom of owners to do what th^ 
liked with sovereigns which prevailed in England 
before the War had been maintained, the introduction 
of an issue of convertible one-pound notes (formerly 
forlndden) with only an ordinary reserve against 
them, would doubtless have tended to drag down the 
value of Engli^ money, i.e. of £1 and aU multiples 
and fractions of £ 1 , a^ therefore to raise pokes. 
But it would only have brought the value of the 
pound down along with gold throughout the world 
and only Imve rai^ Englkh prices along with pokes 
in the world at large. a depression thus caused, 
though widespread, would be of trifling dq>th. 

An inconvertible issue has more power than a 
convertible of depoessing the value of the unit of 
account and raising prices within the country where 
that unit is employed. 

Inconvertible notes may circulate at the full value 
of the bullion contents of the coin indicated on their 
face and even at the fuU value of the coin when it is 
restricted so as to be worth more than its bullion 
contents. The testimony of history is conclusive on 
this, and the fact is easily ejqdained by the ordin^ 
pmndpile of demand coupled with adequate limitatkn 

E 
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o£ supply. If the Govemment or other issuers are 
able to prevent the manufacture, or forgery as th^ 
would call it, of notes hy other persons, and iC they 
themselves do not give ont or keqp out more notes of 
each denomination than would have been issued and 
out if the notes had been convertible, the issue 
cannot possibly have any other value than that which 
a convertible issm would tave had Just as the 
convertible issue is kept up in value by the 
and adequate brmtatioa of supply, so may the incon- 
vertible be kept up. 

But though they need not be any greater in total 
than convertible notes, inconvertiUe notes may be 
so, and even when the com is convertiUe into free 
bullion, they can be issued in snfBment amount to 
prere the value of irHmqr down bdow that of the 
bullion contents of the indicated by the unit d 
account They can, for example, be issued m suffi- 
cient quantities to bring the value of the Enghdi 
pound below that of the gold contents of the sover- 
eign, the American dollar below that of the gold 
contrats of an Amencan gold dollar, or the Indian 
rupee bdow that of the contents of the Indian silver 
rupee. That this kind of thing has happened in past 
history is generally admitted, but when it happens, 
it IS generally unpaceived by the mass of the people 
and strenuously denied by many of those who ou^ 
to know. Th^ are so accustomed to expect chan^ 
of the value of particular artides to be reflected m 
their money paces that they cannot understand 
general pr^ bong higher bmnse the measure ol 
price has been changed 

Yet the process IS really simple enough Thewhde 
of some issues of notes mid a part of most may be 
absorbed in mcreasing the stocks of cunency hdd by 
persons and institutions The Britidi Government 
might have stored m vaults a soverdgn for every 
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pound-note which it issued, or private individuals 
might have been so pleased with the jncture of the 
Housesof Parliament on the back of the notes, or so 
patriotic, that every pound-note issued was promptly 
framed and hung on front parlour walls. Then no 
additional bu3dng of thiogs would have taken place 
or been attempted in consequence of the issue. In 
the first of these two examples neither the British 
Government nor the people woiild have had a penny 
more to spend than bdore : in the second the Govern- 
ment certainly would have more to spend, but the 
people woidd have that much less, and the two 
together would have no more to spend than before. 
But this is far from usual. A great part of almost 
every issue and sometimes the whole of it goes to 
increase the aggregate amount of mon^ which 
people and Government together can and do spend 
on things and services. The notes are exchanged 
for something : the issuers buy things and services 
with them or lend or give th^ to others who do. 
They may, if a Government, go through the farce 
of giving them in exchange for other money 
and then spending that other mon^ instead of 
spendmg them dire^y, but however the process may 
be disguised, it results in more mon^ to spend and 
more mon^ spent. The perfectly natural consequence 
is a rise of prices. Where the notes are convertible 
into coin and the coin is convertible into free bullion, 
this rise of prices will not include a rise in the price 
of bullion, since the value of the cdn and bi^on 
must stand on a levd. The convertible notes cannot 
be issued in large enough quantities to cause a gap to 
appear between thtir value and that of the bullion 
to which, through the coin, th^ are nominally equal. 
For example, given convertibOity of coin into free 
bullion, it would be impossible to issue as many 
convertible notes as woi^ bring op the amount of 



MONEY 


vendable money fu enou^ to raise the mce of 
&e gold from the par price of £4 35 to £5 75, because 
long before that happened, everyone who had notes 
wodd be running to the issuers to get sovereigns 
with them • the sovereigns thus obtamed could be 
turned into bulhon, and so give the holder a larger 
amount to spend than if he spent his note. Incon- 
vertible notes, not bemg subject to this “ automatic 
check," may be issued in greater and ever greater 
quantities, so that they can cause a gap to appear 
between thdr value and that of the bullion to which, 
through the com, they are nominally equal 
At first sight it is probable that most of os would 
expect the gap to appear m the form of a note passing 
for less tlm its nominal value, say a pound-note 
passmg for £o‘8 or i6s. and a dollar-note for So'8o. 
This does not happen, and mithing really suggests 
that It should happen. The pound-note was, and 
continues to ordinary apprdiension to remain, "a 
pound"' itwiUbuyathingpncedmaAop-window 
at " £1," and it wiU pay a debt of {,1 Faihng the 
note gang to a discount, we should perhaps expect 
the sovereign to " go to a prenuum,^’ and begm to 
drcnlate at some value excsiding £1, say £i 35 or 
£l SJ This might happoi if peo^e really ^eired 
sovereigns to notesi and jf could ^uft the 
pr pminTn as as Changes m the price of bullion 
took place, but in fact that could not be done the 
currency ^ne lags behind the bullion value, and 
consequently the coins are not k^ in orculation 
at l^W prices, but are " dnven out," as it is usually 
sa^, by the notes It is not really a case of their 
bang driven out, but of them being attracted out 
into the bulhon or export market by the premium 
obtainable there and not obtainable so long as th^ 
are used as currency. JeweSers and bulhon dealers 
mil give more for them in ” mon^,” that is, m 
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perfectly possible. From August, 1914, to April, 
1925, the Bntidi Treasury’s jfi and los. Curtenqr 
notes were legally convertible at the Bank of England, 
and as a matter of fact woe converted for suffiaently 
insistent demanders who knew enough not to fail m 
the vivi voce exaimnation to which they were sub- 
jected But during that period eiroonation had been 
made impossible, and the of the com for any 

purpose except current was forbidden, so that the 
p^on who went to the &ink and received a sovereign 
might just as wdl have got a round disc of cardboard 
with '* legal tender for £i ” on one side and Sir John 
Bradbury's head on the other, or better still, he might 
have stayed at home and qieni his note like other 
people The Cinrency note could be converted mto 
a full-weight com, and was therefore descnbed as 
convertible, but it was not convertible into free gold 
of the weight of the sovereign, since the sovereign 
could not be converted mto see gtdd. 

Thus convertibihty of the note mto coin is dqirived 
of all its virtue when laws agamst mdtmg and exporta- 
tion d the com are present and effective. Conv^ble 
notes can then be issued without check just like 
uiconverbble notes, and consequently can drag down 
the value of money below that of the bulhon contents 
of the com and give nse to Bie same phenomenon, a 
nse of general prices including the puce of bullion. 

'When the issuers of uiconvertiUe notes or notes 
which are only convertible into mconvertible com 
issue them so freely that they will exidiange for less 
than the par amount of bnihon, when, ^t is, m 
other WDr&, the jitice of bullion rises above the par 
price, so that the note will no longer buy raw material 
for the com which’the note rqaesents, the umt of 
account ceases to be a com or quantity of metal and 
becomes a jirmied symbol on a piece of paper the 
supply of which d^ends on the moderation of the 
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The pound sterling, for example, in multiples 
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siderable confuaon ‘ tmn^xirt may be mtemipted 
by -warlike opetaboDS so that the price at whu^ gold 
may be bought from abroad is diffioilt to ascertam, 
and the issuers may have taken the precaution of 
forbidding free transactioiis m bulhon at home But 
soon this does not matter, because, as the issue goes 
on, the rise in the price of bullion becomes too great 
to bedemed 

3 Sometunes it is contended that a use in the pnee 
of bullion IS due not to a dwreciation of the money but 
to an appreciation of bulhon. This covers two 
different contentions between which confusion is 
frequent; 

(a) It may mean simply that bullion is higher m 
value rdativdy to commodities m general, while 
money has preserved its old relation to them. Asthe 
issue gets l^er and larger, this too has to fade into 
the limbo of discarded a^uments. But supping 
It were true, it would only be by accidental coinci- 
dence, unless the issue of notes was managed with the 
distmct aim of securing a currency which would 
always keep the same le^ of value and preserve a 
compete stahiUty of ^eral prices. Regulation 
with this end in view is qmte conceivable, and has 
(dten been advocated by hi^ autbonty. It must be 
noticed, however, that th^ who put forward this 
defence of an actual issue are often persons who would 
be the loudest m their protests against the desirability 
of the adoption of any scheme for such regulation. 

(b) The other mean^ of the contention fliat it is 
not money which has depreciated but bullion which 
has appreciated, is that the gw between the value 
of bullion and that of the unit of account and also the 
general rise of prices are to be asenbed to something 
that has happened to buUion a=d ordinary com- 
modities, andnot to what has happened to mon^, and 
therefore the umt of account has not fallen m value 
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when fiist established, might have been paid for some 
yearn without any addition to taxation or debt, by 
giving the pensionere a ons-ponnd note every four 
weeks,if no reserve had been krot agamst the notes ; 
would the pensioner’s genmne demand for the notes 
have justified the statement that the issue was 
automatic and the Government had no control over 
its amount ? If an extra hundred millions war- 
bonus (or peace-bonus for all the difierence it makes) 
were paid by additions to the and los currency 
notes of £2,000,000 a week, would there not be 
a genuine demand for these additional notes’ If 
tile Government hires schoolguk ai a, week to 
watch a sunple machme and defrays the esgpense by 
living each of them two new currency notes which 
are dear additions to the amount already outstanding, 
can it be said that these guls do not exercise a genuine 
demand for the notes ’ 

Every monopolist producor controls his sales, and 
the Government manufacturer of notes is no excqi- 
ticm. The monop ol ist of &n ordixiaiy commodity 
can hmit his sales in one of two difeent ways, first, 
by offering a fixed amount of the product for srile by 
auction, and so letting the consumers deternnne the 
price, and secondly, Iw offering to sell any amount 
that may be mqrdr^ for at a price fixed I7 hnnself 
The second is the usual method ' it limits the total 
sold m the long run just as effectually as the other. 
If Tioofioo botties of some patent medicme can be 
sold at 35. each, while aojooo could scarcely be sold 
at 2S. 6 d. and only 70,000 could be sold at 3s. 6d., it 
is all the same whether the monopolist says he will 
sdl 100,000 bottles a year for what thw will fetch, 
or says the price is 3s and ai^one who likes canhave 
a bottle at that rate Just so with notes. The 
monopolist producers of not« control the issue either 
by saymg they will issue snch and such an amount, 
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dities and issuing more notes when th^ fdl and 
fewer when they rose. This is, however, the very last 
thmg that in practice issuers, m the pesent state of 
economic instruction, are hkdy to do. They usually 
begm by adopting the exactly opposite principle 
because, incredible as it wiH appear to future a^, 
they think " when prices are high, more currency 
IS required " Turn this round, express it in another 
way, and yon have " when the value of currency 
IS low more of it is required” and cmrency is thus 
made a sinking exception to the general ndethaiihe 
fallin g value (n an article mdicates that additional 
supply It is becoming less requu^ It is of course 
no exception at all When money is redconed m 
gold and more gold is produced, the value of money 
mils (general prices nse) and this indicates that 
additional sui^y of gdd is less required- when 
mon^ IS redded m notes and more notes are 
produced, the value of money falls (general prices 
nse) and this mdicates that additional snppy of 
notes is less required 

When more coal is poduced, tiie value of coal 
falls, and this indicates that additional supply of coal 
is less required. Of course, if’ the coal-producers ox 
the gold-producers accept a lower price for their 
product, uiey will find, down ioavery low himt,plenW 
of " gennme demand " for it, but only because the 
deniE^ has extended to take advanta^ of the lower 
pace, and so it IS with tiie note-producers ; if they 
will accept smaller quantities of commodities and 
services m exrihange for their notes, they wdl find 
down to a very low hmit plenty of genuine demand 
for them, because they are dieaper The only 
difference between coal and gold and notes is that 
coal 13 never money, white gold sometimes is, and 
notes always are m consequence of which the value 
required m exchange for coal s always called its 
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" pnce," the value required for gold sometiines is and 
sometimes is not called its " price," and the value 
required for notes is never in oi^aty language called 
their prjie 

U e fedile reply of the apologists to some such 
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are not the identical persons who lost by the first, 
and vice versa. Institutions, too, suffer loss, thou^ 
we can scarcely speak of justice in their case* oneof 
the greatest losersis usually the State in its corporate 
capaaty. The trifling gam made by issumg mterest- 
free notes instead of mterest-bearmg loans is far 
more than set off by the hi^er prices which the State 
has to pay for everyttmg which it buys during a 
period when its expeuditure would m any case have 
been abnormally large-hi^ier pnces which lead to 
the contraction of debt far exceeding m magnitude 
what would have been the whole cost of the commo- 
dities and services obtained, if they had been paid 
for at the prices prevailing bdore and after the poiod 

Unless a halt is called the end comes with a crash 
In saying above that increases of the supply of coal 
or g^ would always find plenty of demand at 
suffi^tly reduced pnos "down to a very low 
limit,” we had m tmnd that no commodity is wanted 
m mdefimte quantities. Kfowever the danand may 
extend, it will not extend mdefimtdy, and with every 
commodity there is a pifint beymd which no more 
will be required, howevw cheap the commodity can 
be got It wodd take a considerable increase m 
the supply of coal to London to brmg its mce there 
down from say 30s to los a ton, but if a further 
mcrease of supply brought it down to as., it is qmte 
certain that a very httle mcrease on the top of that 
woidd bring it down to almost nothmg Nobody 
wants indefimte amounts. So, too, with gold, per- 
haps even more clearly: very cheap gold would 
be unsuitable for currency ^ for ostentatious 
ornament, so two of the pnnapal sources of demand 
for gold would cease to exist if gold were found m 
very large quantities. So rt is with notes As long 
as their mcrease is sufficiently ^w and the total 
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amomt not “ unreasonably " large, no one tbuiks 

IS pknty of demand at the loirer price ^ which they 

are put on the market Bat if the mcrease goes on, 
sooner or later there comes a tune when the mcrease 
13 so rapid or the total ontstandmg becomes so large 
that e\en " the pubhc ” begms to wonder " what all 
this means," ana when that happens distrust soon 
sets m, the general acceptabihty of the notes suddenly 
ceases, and they become absdutely worthless some 
other currency is found to take their jdacc 
The conclusion to which this secbon has led us is 
that where the nmt of account is a note, the value 
of money and th ■ > • - • 


moBBv down so „ ^ ,, 

confidence m the notes disajmears and some other 
unit of ftccouuti such asc(Rsorbul]ioii,bas to boused. 

The conclusion of the sriiole mqniry is that the 
value of money, which » the same thing as the 
gen ^J ^ of pnces recoded urveiselgj^is not an 

„ „ ^ ^ commodities 


ame hw a hill m the value of money, 
they tiionld insist on adequate Ihnitation of tiie supply 
of money. 

This IS a condusian whidi has long been familiar 
to economists , it is tune it was gras^ by the men 
who pnde themsdves on being practical 


PART n 

FURTHER ELUCIDATIONS 

§ I. The Supply of Cunetuy and (he 
Theory:' 

The sad e^enence cf imliinited cuxrenaes which 
followed the wnting of the Fust Part of this book do 
not suggest the desuahihiy of abandoning or even 
modifymg any part of the doctrine tanght therein, 
bnt they do suggest that further duodaban of 
several matters is required 
Some readers have adred, and others probably will 
adc, " What is the relation of this doctrme to the 
QuMtity Theory of the value of money ? ” 

It mcludes ^ Quantdy Theory, but confams 
something more. The Qimbty Theory, like so 
many other statements m economic hterature, insists 
that X " dniends on A, other things bemg equal or 
lemauung the same,” regardless of the fact uat it 
would be equally true to say " X dqiends on B, other 
things (mcludu^ A] being equal or remainmg the 
same." It is possible that there may be ten or a 
thousand thmgs on which X depends, and of each of 
them it is true to say that It depraids on that one when 
the others are, as it is said, "impounded m utens 
panbus" Waters on economic questions frequently 
overlook this, and imagme themsdves at variance 
about fundamentals, when m fact the only difference 
between them is that one is more struck by the 
importance of A and therefore says " X depends upon 
A, other things (mdodmg B) bemg equal,” while the 
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other is more impressed by the importance of B, 
and thcarefore says " X depends upon B, other things 
(including A) being equal." The first writer then 
goes about recruiting adherents to the "A theory 
of X," while the other seclcs support for the "B 
theory of X," though all the time the two theories 
are realty not opposed to each other, but ace only 
two parts of the same theory, each of which is taught 
by an expositor who thinks less of the other part. 

Just so tile Quantity Theory of the value of money 
smgles out quantity as the thing on which the value 
of money may tie said to depend, other things 
(induding Demand) remaining the same. It would 
be very astonishing if this were not true, since it is 
true of every commodity other than money that its 
value depend on its quantity, other things (including 
demand) remaining the same. 

Certainly in the case of other commodities we are 
in the habit of speaking of " su^iply " rather than of 
" quantity," but tiie c&erence in wording does not 
seem to be important. The stodc of some things 
(such as milk, or even wheat) on hand at any one 
moment is so small in pre^rtion to the aimual 
produce of the article, that we think of the stream of 
produce as furnishing the supply. Of other things, 
such as land, buildings and railways, the ann^ 
production is so small compared witii the stock in 
existence at any one moment, that we think of &e 
stock, rather tlian the annual produce, as fomidiing 
the supp^. In regard to this second dass, we talk 
readily ox the sup^y being increased when we mean 
that the quantity in existence has been increased. 
A counl^ is “ wdl-supplied " with railways or a 
to\vn wiu a particular kind of house when the 
quantity of these things is great. Currenqr is one 
of the durable instrumental goods, such as houses, of 
which in otdmaxy times the stock at any moment is.' 

F 
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very large in companson wMi the annual wilpnl, so 
that It IS not suiprising that m its case " qoantity ” 
has been used ing t ea d of ** supply.” 

Given a certain demand, increase of the supply or 
quantity (whichever is the more appropriate word m 
&e pairicular case) of any article reduces its value, 
and currency is no ex ce ption. The additional 
currency is wnally given by the producer (or issuer) 
m exchange for commodities and services, and his 
coming m as a new and aitHitinnni buyer of such 
< y>ynTno d itics s^nd Services p»9es the pnee of these 
things and diznini^es the value of the cinreiKy 
whidi he is ofieiing m exchange Whether the 
cniiency is gold or paper this is equally true The 
gold mme^wneis and woifars turn their gold mto 
currency and spend it on the thmgs they want. 
A government mvolved m a war pimts legal tender 
notes and buw mumtions and military service witii 
them. On the return of peace, it is true, it does 
not itself buy with the curieniy, but gives it away 
m doles and subsidies, yet this makes no difEerence— 
the spending of the addibonal currency still takes 
place, as the reapients boy what they want with it 
Even if the new currency is only issued ly way of 
loan, the effect is the same the bonowecs are then 
the new and additional purchasers. 

Sometimes it is objected that the demand for 
money is, nnhke that for other commodities, m- 
exhaustible, so that the issue of additicnal currency 
will not cause its value to M, smee the new issue' 
will always be met by an addibonal demand for 
currency. Butthisotqectionisabsolutelyunfouiided. 
It arises bom ne^ect of the distmctaon pomted out 
by Sidgwic^ bebveen the kmd of "mciease of 
demand" vrincih raises pnee and the other kind 
rrinch he calls, very aptly, " extension of demand." 
We often say that the demand for a thing has 
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increased when we only mean that people are taking 
more of it because they can get it cheaper. It is 
'obvious, however, that it is not this kind of increase 
of demand tliat wc have in mind when wc discuss 
the effect of increase of demand upon values. Wc 
could not say in the same breath that increase of 
demand for houses raises the value of houses, and 
that a fall in the value of houses causes an increase 
of demand for them. We can, however, say in the 
same breath, that increase of demand raises the value 
of houses, and that the fall of value extends the 
demand for them (or, vice versa, a rise of value. 
contracts the demand). No more in fhe case of- 
currency than in any other case docs the increase of 
supply defeat itself by causing increase at demand. 
It only extends demand, inducing people to hold more 
currency because llic fall of value makes it possible 
to hold larger amounts with equal sacrifice and 
necessary to hold larger amounts to secure equal 
convenience. 

Granted that the Quantity Theory is right in 
asserting that increase of quantity, demand remaining 
the same, mil raise prices and diminish the value of 
currency, tlic next question is " Ho^v much will any 
given increase of tlic quantity diminish the value of 
rile currency ? " Tliis, of course, depends on what 
is now called by economists, following Marshall, the 
"elasticity of the demand" for currenqr. The 
demand for a thing is regarded as being the more 
clastic the more it will extend on any given fall of 
price, or, to put the same thing in what for our 
present purpose is a more useful way, the less 
difCerencc any given addition to riie amount put on 
the market ivill make to the price, the more clastic 
is the demand. If the demand were such that an 
increase of supply would alwa3ra cause an exactly 
reciprocal fall m the value of the artide, the dastidty 
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of demand for the article Tvould be said to be always 
" equal to unity.” So if the elasbaty of the de- 
mand for enrrenw were always "equal to umty,” 
doubling its quantity would ]U5t halve its puichaang 
power and ]ust double the ^ces of other commodi-. 
ties, however often the doubling was repeated. 

Now, it has vety often been assumed that this is 
actually the case,withontany mquiry why it should 
be so. Though ever sina the tune of Davenant m 
the seventeenth century it has been a commonplace 
that a drop in the snpiuy of a necessary of life below 
the nomuu quantity ^ raise the price much more 
than m proportion to the defiaency, popular appre- 
hension has never qmte reconciled itself to the fact, 
and persists m thmlong rt unreasonable It is 
somdiow supposed to be " qmte natural " that the 
price sliould rise in proportion to the deficiemy, but 
not more. This is ^bal^ the explanation, though 
of course it is no justification, of the neglect to ahk 
why the elastiaty of the demand for money tiiodd 
be assumed to be equal to umtv. 

\nien the question IS asked, ue answer IS not very 
difiScult. The peculiar use of currency suggests it 
at once. Each mdividnal holds his stock of currency 
m order that he may be able to buy a very defimte 
(juantity of commodities fl'nd services before his stodc 
of cnriency is replenished. If he is well-to-do and 
receives his income throng his bank, his stock of 
currency has to hold out tu he draws another cheque 
to " sdf " to replenish it If, without any altera^ 
m his real wealth, prices double, he will ^ far as he 
IS not the creature of habit nor deterred by the 
weii^t or bulk of the currency) double the amount 
of each cheque to "sdtf" (mstead of going more 
fiequentiy to the bank) and hold douUe as much 
currency as before &milarly, m the case of a 
workman whose bolding of curremy depends on bis 
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weekly wage, if his real earnings (reckoned in com- 
modities and services) are unalt^ed, so that his wage 
will buy the same collection of things as before, his 
wage and his holding of currency must be doubled 
when prices arc doubled. From mis it appears quite 
plainly that the average holding of currency at any 
time must normally equal in value a particular 
collection of goods and services. It is only simple*; 
arithmetic to infer that the aggregate holding of / 
currency, alias the " quantity of money," must ' 
normally equal in value a cert^ definite aggregate , 
of commodities and services. 

This is now so well recognized that it has been 
made the basis of jprogaostications of the future 
wliich have been reahzed in practice. When we have 
found that some rapidly depreciating currency, 
though nominally immense, has worked out at a 
ridiculously small sum m pounds or dollars, we have 
said, "Of course this is an impossible situation; 
cither the value of the currency will go up again or 
more of it will be issued," and we have turned out 
right. 

But while it is reasonable to assume that we ^onld 
expect the elasticity of the demand for currency to 
be equal to unity, we should beware of accepting the 
doett^ too readily. Great doubt is thrown on it' 
when we reflect tluit if it were universally true, 
issuers of legal tender could go on buying goods and 
services wth new issues indefinitely. The process of 
doubling the cuireni^ in, say, the first month, would 
indeed gradually bring the purchasing power of the 
unit down to one-half, but as the issuer at the 
beginning wouid be buying very near old prices, and 
only at the end at the new prices, he would have 
acquired goods and services worth over three-quarters 
of the vmue of the total of the old currency. By 
another issue equal to the old currency he would 
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only get half as mach, but there is nothing to prevent 
hun issomg twice as much in the second month, four 
Umes as much m the thud, eight times in the fourth, 
and so on, and then he will be able to go on acquiring 
the same amount of commodities per month m- 
defimtdy. Expcnence seems to riiow that the nmt 
of a currency falls to zero in value long before the 
supply of the currency readies m&uty, wA behevers 
m the doctrine have been unable to explam why. 
They have contented themsdves with dudmg the 
point by means of proportions such as, "however 
many umts of currency may be issued, so long as 
they really circulate, they will always have some 
value, however small" No doubt, but is it not 
equally true that so hmg as they liave some value 
they will cmtmM to cnculate? They will stop 
ciiculatnig when they lose aU value, Theesplanaiion 
gerwtis to he in the &ct that human mtelhgence 
anticipates what is coming When it is seen that 
the value of currency is steadily falling, people see 
that it IS more profitable to hold goods thmi currency, 
the demand for currency fails to extend m proportion 
to the enlazigement of the suj^yr its value 
consequently falls more rapidly The issuer very 
li^y redoubles his efforts to bep up with the fall 
by issuing new currency at a still more rapidly 
mcreasmg rate, but all to no purpose— be is Iwnnd- 
to lose the race, and the reason is that the elastiaty 
of itgrrmnii ]s than unity. 

' In the converse case, that ^ reduction m the supply 
of currency, there is alw reason to empect an elasticity 
less than nmty. As general prices rail owmg to the 
reduction, pei^ will en^vonr to protect themselves 
ty displa^ng greater readiness to part with goods 
a^ services, and less to part with cunemy, and 
anbapation will thus cause the fall of general pices 
to outrun the dnmnution of currency. Fudied to 




§ « TU Demani for Ovnmy. 

Early in tbe ^ceding section I pointed out that 
ivhilc the supply of qmcldy consumable artides of 
trhich the anmm output is large compared to the , 
stock-m-hand at any moment can roost conveniently 
be taken to be the periodical output, yet vdien \te 

therefore m oidmi^^uage are said^^e " uad " 
rather than " consumed," «e often, as, for mstance, 
m the case of houses, treat the quanta^ m existence 
rather than the penodical output as the " supidy " 

A ccmeaondmg distmctKui exists m r^^ to 
demand The demand for houses and farms is not 
m most discossums couvemaitiy conceived as the 
demand for new houses to add to or rqdace the old 
and for new farms ]ust created on the outskirts of 
avdizabon, but as ^ demand of persons who widi 
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to *' occupy " or use fams and houses, both new 
and old Under Supply we found that currency 
belonged to the class of dungs of which the snpidy i 
can conveniently be talcen to be the quantity in 
existence, and now, imifw Demand, we may timiTf of 
cmrency as being demanded by peoide who want to 
hold It rather than to consume it 
This idea of the demand lor currency commg from 
the holders runs tbrou|^ the whole of the Fust Fait 
of the present hook, and is most important to the 
argument put forward there. But it appears very 
strange to all who have been brought up to beheve 
that the demand for currency is fumidied by the 
number and amount of the transactions effected 
That belief seems to me to be exactly equal to a 
beli ef that the for houses not from 

the peoide who want to live m houses, tut from 
p^le who buy houses and sdl them again forthuntb 
The efiective demand for houses evidently comes 
from those who ivant to hoUt bouses; even the 
speculator wants to hold for a tune Mere " activity 
m the house market”— a httle more changing 
owner^p than usual— only mvolves an mcrease of 
demand m the same sense as it mvolves an equal 
moease of supply which cancels it. 'Whatever may 
be said about the actual use of the terms, it is dear 
that the demand which is unportant as afiectmg the 
value of the houses is the demand for occupation 
Smiilarly, more transactions for money— more pur-~ 
chases and sales of commodilies and services— may m 
a sense he sard to involve mcrease of demand for 
money, but m the carteqxmdmg sense it may be 
said to mvolve an equal mcrease of supply of mon^^^ 
the two tbmgs cancel The demand which is' 
unportant for our purpose is the demand for cmrency, 
not to pay away again immediately, but to hdi 
Just as you are a less important denumder of houses 
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m the total stock whidi ne have agreed to call the 
supply, whereas, havaig actually been destroyed, 
th^ no longer appear m the total. Consequently, 
it IS more convenient to follow ordinary usage m this 
matter, and speak of hanks and governments wbch 
buy up and bum currency as reduemg the supply. 
The analogous case in regard to bouses is when 
houses are bought up 1^ some person or mstitntion 
for demobtion. We thmV of this as causing a 
r^uction of supply rather than an mcrease of demand 
To clear up our ideas about the demand for 
currency, let us tbmk of a few obvious causes of 
increase and decrease of demand for it. 

The most obvious cause of mcrease of demand for 
a currency is an mcrease in the number of persons 
who use It At a very eaify age— often at his or her 
dinstHung— each new membtf of the human race 
to hold a small qtiaiitity of cuiienc^i the 
ctSd of BIX sometunes m more than his father or 
mother There are plenty of examples of mcrease 

cause a nobceable increase m the value of a currency 
which IS limited m amount— fte Indian rupee after 
the closing of the Ttiftian mint and the American 
greenback are often quoted, and the general mcrease 
of gold and silver-u^ populations, though it has 
not actually raised the value of gold and silver 
currencies, has at any rate obvioudy prevented them 
from fallmg as fast as they would otherwise have 
dons. The great use of prices after the Black Death 
may be given as an example of the converse effect 
of dimmntion of population m duruTushiTig the 
demand for, and consequently the valne of a cuiremy 
The mtnduction of anythmg which economizes 
currency, i e which makes it unnecessary for people^ 
to keep so much cuiiency by them on the average,' 
tends to diminish the demand for coriency. The 
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banUing system is the mtst important agem^ in 
this re^ct How and m what degree it economizes 
currency and tends to raise pnees must be postponed 
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wbat it vroold be if prices were kept as stable as 
possible The same thu^ happens with currency, 
thcmi^ it IS not neatiy so obvious. If there is a 
predommating impression that prices in general are 
going to nse, there will be a predominating tendenw 
to hold commodities for the nse, which will itseM 
raise prices at once Every one can see this, but 
few notice that this tendency to hold goods back, 
rating m a rise of prices, is the same thing as a 
diminution m the demand for currency.^ Cunemy 
becomes the depredatmg aitide which peof^ m 
geneial are less wilhng to hold. Vice versa, if it is 
generally expected that prices will fell, most people 
are more ea^ to get nd of goods and are more 
willing to hold cuirency. 

We must not expect to find evidence of increased 
or decreased wiUmgness to hold currency in actually 
moeased or decreased stocks of cnrrei»y. If tbie 
total IS a fixed amount it cannot vary m that way. 
The evidence is to be looked for m the fact that 
more or less goods are actually bemg given for the 
umt of cunency We can have an mcreased and a 

> Uie ttetment m the text seesis at fint ngbt to be 
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(l°CE!ised demand for houses without finding any 
alteration m the number or size of houses 
^e eilect of misguided qiccolation for the rise or 
fall of the value of a Guinency is disguised, so far as 
mtetnal ^cidation is conocmed, by taking 
form, m each mdividual case, of specwtion for 
fall or nse of particular oommoditiea Very 
persons grasp the idea of a nse and fall m the vi 
of tlieir own country's mimqr, and the Money Market 
IS a place vbeie you deal m loans, not m money. 
Wc have not yA risen to the height of having a 
Currency Marm m which nc can buy and sell 
future Board of Trade, Statist and other Index 
Numbers But direct specuhtion m the cnitency 
of other countnes is common enough, and is often 
ill-informed enough to cause great disturbances of 
values, instead of smoothii^ them down Soon 
the ^^ar, the editor of an Athens journal was 

the 
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vie^vs of what it will be in the fatuie, but we do not 
say that " the price of sugar depends on confidence." 

The supidy being taken as &Eed, Itaw much will a 
given increase of demand send up the value of cur- 
rency 7 The question is not so often asked as the 
con^onding question, " How nmch will any given 
addition to the supply raise prices ? " because we 
do not feel ourselves able to measure additions to 
the demand as easily as additions to the siq^ly 
But one example seems workable Suppose that to 
a country with a particular currenqr of its own there 
is added a new ptbvmce one-tenth as large and with 
exactly similar rdiacactenstics, which has just, by 
some accident, lost all its own currency, and that 
the annexing country creates no additional currency, 
but allows tte new province to supply itself as best 
it can. We may look on this as pnmdmg, after 
some initial disturbance, 10 per cent, of admtional 
demand. The people in the new province, wantmg 
a medium of exchange, would have to give people 
in the rest of the country commodities and services 
to mduce them to part with some of their holdings 
afcoriency; these sales would send down the pnces 
of commodities and services, and coneqiondin^y 
elevate the value of the currency. There seems reason 
to beheve that when thmgs had settled down the 
nse m the value of the currency would correspond, 
exactly with the mcrease of demand. If prices fall 
from eleven to ten, and £10 consequently buys as 
much as £ii did before, people will find it convenient 
to hold only £10 of currency when thw held £ii 
before. So to mduce the old part of me country 
to part with one-eleventh of its stock of cnrremy, a 
reduction of pnces by one-eleventh will be necessary 
and sufficient _ This supports the doctrme that m the 
absence of gnti npatinr^ intuie change the elasticity 
of demand for money is " equal to umty.” 



§ 3* Banks and Prices. 

Some miters contend that bankers control prices, 
forgetting apparently that prices existed and rose 
and fell for ages before there were any banks. It 
may therefore be wdl to recapitulate and emphasize 
the doctrine taught in Part 1 about the nation of 
banks and bankmg pQli (7 to prices. 

Modem banking began to be important in this 
reject when people first found it convenient to 
hold bankers’ notes for sums of money instead of 
gold and silver coins. The practice economized the 
metals, inasmuch as the bankers did not find it 
necessary to keep coin equal to more than a moderate 
fraction, perhaps a third at most, of their liabiliiy 
on their notes. So the invention and introduction 
of convertible banknotes tended to reduce the demand 
for the precious metals, to keep their value down, 
and consequently to kkp general prices up. But 
the actual eflect was small for a long time, because 
the demand for the metals was world-wide, while 
the area in which bank-notes was used was not 
large. Later, when the bank-note area grew in size 
and importance, the aHlity of banks to economize 
metal was very much restncted 1^ legation which 
insisted upon their keqnng large holdings of metal 
against their notes. If the necessary holding ap- 
proached dosdy to xoo per cent, the metal would 
not be economized at aU, since the fact of being 
able to hold considerable sums in convenient paper 
encourages people to hold larger amounts of currency 
than if they could have nothing but coin. Legis- 
latures have also sometimes prohibited the banks 
from issuing notes as small in denomination as the 
public would have been ready to accept and hold. 
In ^te of these restrictions, however, me aggre^te 
economy of metal arising from the use of convertible 
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bank-notes in tbe worid at large ms very considet- 
able at the commencemeit of the twenbclh century. 
Its importance m keq)uig down the value of gdd 
can be appreciated if we try to estimate how much 
more gold would have been demanded if the Umted 
States, France, and a dozen other of the prmcipal 
count^ using large quantities of bank-notes had 
suppi^sed them. 

But by that time another economy had been 
introduce wludi to a great extent took away tbe 
need for bank-notes as a substitute for gold. This 
was the cheque system, under which, mstead of 
each of us encumbenng oursdves with a stock 
of currency m the form of com or bank-notes, 
we "put our money m the bank," and content 
oursdves with a small pordretful of currency reple- 
ni^ed from time to time at the bank, knowing that 
we can make all large payments more convemently 
by ordering the bank cm a piece of paper to transfer 
some of r^t it owes us to the person whom we 
wishtopay The device does away with the neces^ 
of an immense aggregate quantity of currency, since 
the banks do not n^ in order to carry out their 
part in the axnmgenieat, to bold nearly os much 
as their customers would have been obhgcd to do 
m the absence of the system. Andthebai^'hberty 
tohcddas little as they find necessary has been less 
restricted by legislatures than their corirspondmg 
hberty m regard to bank-notes The economy of 
gold and consequent tendency to cheapen gold and 
raise pnces is ohvioas, and cerfamly vky great 

We have, however, no means of estmatmg it. 
We may know that we keep an average of £io a 
head m cnrrency now, when we have banks, bnt 
we cannot possibly form Ihe wildest guess how much 
we should keep if there were no banks Some of us 
wooid probably never have been bom . tbe whole 



situation of tlie norld mold be different. We must 
beuare of any assumption tfiat the amount of tlie 
economy is mdicated the magmtude of tlie aggre- 
gate of bank deposits Even if the aggregate of 
bank deposits excluded all double reckomngs 
uhich It maj be sneOed bejond the net amount 
due to persons ubo hauc cr^t balances, it would 
probably he greatly m exce^ of the amount which 
those persons would hold m currency if no banking 
facdibes were available H the facihty were not 
there, each of us would set about devising means for 

outgomgs lat^ than Inicp m ^ house sums of 
currency as large as our present bank balances. 

A still worse error, winch has, unfortunately, been 
countenanced by many bt^ monetary authorities in 
recent years, is to su;giose tiiat tlie aggregate of 
dniosits IS a Kmd of mmiey (sometimes it is called 
" bank-money ") which show be added to the actual 
stock of com and notes ensting at any moment. 
The mdividoal, no doubt, finds “money m the 
TwtiIc ” much the M-mn as ” in tiie house,*’ but 
the aggregate of all the mdividnals' balances at their 
hflTiirft IS only an amormt 'Qrhicb the banters are 
liable to piy, bat which thy could not possibly pay 
m cash all at one moment A babibty to pay carh 
IS certainly not ca^ both debtors and creditors are 
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This is obvions 'nfaen looked at from the ^ of 
those cnstomers from whom the banks dmve ail 
theii po^ to lend eixqit what is deaved bom their 
own capital. The omosite view arises entndy from 
a cniions belief that the power of the banks* creditors 
(] e. the depositoEs) to deposit is derived bm the 
sums lent to the botrowets instead of the banks' 
power to lend being derived from the dqiosrtors 
Banks are thus supposed to make something out of 
nothing, and the onljr wonder is that they use thor 
power with sndi extraordmary moderation 

But whatever some bank dianmen and some 

knows’&t the customers who^^nde 
which the bank lends and mvests are substantial 
people who have propoty of their own which thw 
fiiid conveiuezit to entrust to the bank Th^ could, 
if they had bTue and nirfination ^ lend direct to the 
same people to whom the bank lends, but they find 
it better to entrust the bosmeas to an mtermediary, 
the bank, wduch is ex^ at it and, by chibbmg a 
number of them togeuier as its cnstomers, is able 
to let each of them have the money at any time^en 
they happen to want it. The bank will pay them a 
htUe mterest, or if not, wiH render many services 
gratuitoudy, mduding the service of keqnng the 
sums dqiosited more safely than they could be k^ 
m cash m the house. 

A good proof of the nature of what underlies bank 
dqiosits IS to he brand m the death-duty returns 
If every one with any property died at the same 
moment these returns would give the aggregate 
properly at that moment The amounts owed by 
individuals who had hoiiowed from banks would not 
be set against and cancel the “ cash at bank " in the 
returns of tlra prtpeity of individuals who had lent 
to (deposited with) &e banks death-duties are 
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the annonncement of a reduction of the rate allowed 
to depoators, instead of a^iich it is alwaj^ accom- 
panied by the announcement of a nse in i^t rate. 
The Direct of the rise of bank rate is not to reduce 
deposits, bill to promt adwmets groomg faster than 
deposits if it causes deposits to grow, so much the 
better. The discouragement to bmiowiiig causes the 

does not encourage the lending class'^e depositors) 
to mcrease theirs, but latiier to dimmish it. 7^ 
banks by this policy of encouraging the depositois 
and discouraging the borrowers very naturally tend 
to accumulate cash, which was just what th^ 
wanted. So, m consonance with the general theory 
of this hook, there is an mcreased demand for currenr^, 
which tends to lower jnices The banks take some 
currency ofi the market by " mcreasmg their reserves," 
and, if we choose to put it m this way, we may say 
that they thereby, m so &r, reduce ae economy of 
currency effected by bank^ an economy which 
becomes dangerous, and b therefore qmte properly 
reduced, when the bankshave lent or mvested nearly 
100 per cent, of what has been lent to them. 

Tins power of taking currency off the market, 
however, b of a very limted kmd and b not likely 
to be exBTCBed to the fnU. The banks coiild not 
keep more than a very moderate fraction of then 
deposits m currency without sweejnng away their 
profits and beginning to lose by their trade, and they 
are not likely to throw away their property m what 
would be m the long run a hopeless stru^ to stabi- 
hze prices. What they may reasonably be expected 
to do B to dBcourage borrowing when it lyjomg so 
far as to threaten their own secunty. Tob b a 
useful service to society as well as to themselves : 
it prevents the agonies of financial ciBes l^check^ 
the booms which precede them. But it b preventive 
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of those rises of pnces which come from epidemics of 
optimism rather than of those more senons rises uhich 
come from evcessive creations of curreniy, whether 
these arise from gold mines and mintmg or from the 
prmtmg of notes to meet the exigencies of govern- 
ments which do not care to meet their expenses 
hmestly by means of taxes or even loans Thentmost 
possible maease of gold held against deposits by 
banl's tliroughout the world would be a small matter 
oorepaied with the present decennial output of tlie 
gold mmes, while to ask the banks of a country, 
say for mstance Germany m 1923, first to pnnt notes 
to lend to the government and then to absorb in 
reserves an equal quantity would be simply ludicrous 
The remedy for excessive issue of currency is not to 
be found m relation of the rate of interest charged 
by and paid by certam mtermediancs (the banks) 
between lenders and bonowers, but m r^ulation of 
the issue of the currency 

§4 Tht effed of "Cooer" on iht oohie cf faper 
aiiaiey. 

That banks which issue bits of paper promismg 
to pay com on demand diould, and must to avoid 

IS requiiM to enable them to perform their promise 
IS obvious. The amount necrasary wiH vary enor- 
mondy with the cucnmstances of the tune and 
place, and to make any generalizations about it is 
made more difficult by the fact that banks of issue 
always (or almost always, for the Bank of England's 
Issue Department and the British Goverimient's 
Currency Note Account nu^t perhaps be reckoned 
as banks) accept deposits from customers. They 
undertake to remy these also on demand, and the 
omn kept m hand fra that purpose IS not and evidently 
cannot be separated from what is kept as "cover" 
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for the notes The only thing that is veiy certain 
IS that if a bank’s notes once get into arcnlation 
and remain m circulation for some years, the average 
cover required vnll be a very small percentage of 
the amount of notes outstandmg, as the demand to 
exchange them for com vnll alwa^ nearly equal the 
demand to exdiange com for them, and s^ dis- 
crepancies as occur vnll be known to be due at 
pamcular seasons, and therefore can be provided 
for shortly before they occur. 

No one ever suppose that the proportion of such 
"cover" held against convertible notes directly 
aSected their value Their valne will be the same 
as that of the com mto which they are convertible, 
whether i per cent , 50 per cent or 100 per cent, are 
" covered,” so bng as conversion is bdieved to be 
obtainable if asked for. The e&ct of variation m 
the amount of cover on the value or purchasing 
power of money, is to be looked for only m its very 
tnflmg luduenoe on the wodd demand for the metal 
of wmch the com is made ; the greater the cover 
held agamst notes the less is that metal economized. 

Legislators have very commonly believed that 
banters are apt to underestimate the amount of 
cover which It IS necessary to hold m order to secure 
convertibihty at all times, and they have also often 
thou^t that, even when convertibihty is secured, 
bank-notes are likely to be issued at tunes m excess 
of what IS desirable in the mterest of stable paces 
and budness They have therefore been inclined 
to make laws for the purpose of compelhng bankers 
to keep more " cover ” than 1h^ wcnld (fo of their 
own vohtion. The more cover kept, the less profit 
on the issue of notes, so that such laws, when effective, 
tend to damp the otherwise natural desne of banks 
to issue as many notes as possible. In the extreme 
case, vdiere 100 per cent cff cover most be kept 
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well be under the sea in (be TiUmie, or under the 
ground ui the Transvaal. 

Yet to such lengths erf absurdity does the worship 
of " cover ” go that cases have bem known m which 
the issuers of inconvertibie paper actualiy increased 
the issue m order to bqr cover with the addition 
Little over a century ago, for example, when the 
then mconvertible notes of the Bank of England 
were depreciated, the Bank issued more in order to 
buy gold Smee then there have been many mstances 
in wbch return to a gold standard was ^yed by 
the effort to accumulate cover, when what was really 
needed was a duninution of notes Obviously if the 
issuer of a paper cunenqr which has become deps- 
dated sells notes and buys gold, he lowers the value 
of his notes by supplymg more, and raises, though 
doubtless not so muui, the value ^ gold by demandmg 
more, and thus he widens the rap between &e par 
value and the actual value of tus ennearo. If he 
wants to raise the value of his notes, he raould do 
just the opposite, sell any gold he has and buy^-and 
bum— notes. If the government of this countiy 
had been really anxious and determmed, m spite 
of all opposition, to raise the paper pound to par 
with the gold pound immediatdy, they could have 
done It very quickly some time before 1935 by apply- 
ing a substantial but not overwhelming proixirtion 
of the gold held against the Currency and Kmk Notes 
to the purchase and cancellation of notes. 

Yihile mccease of cover has no tendency to raise 
the value of an mconvertible paper currency covered 
but rather tte contrary, it is nevertheless true that 
the rejuirmmt, if enforced, of 100 per cent, cover 
for all further additions to the amount of the paper 
will mamtam its value There is nothing paradoxical 
m this It happens smi^y because the requirement 
depaves the issuer of aU motive to mccease the issue 
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and substitutes a penalty if ilic issue is depreciated 
60 per cent he iriU, to adapt a famous phrase, have 
to pay tcnpcnce for fourpencc. Of course, he mil 
not do it, and consequent^ the mcrcase of the 
currency is stopped and this mamtains its value 
I 5 " Scorcify t] comiiiodtha " as a cause of high 

Dunng the war and afterwards, when a currency 
began to depreciate, it was often said that the cause 
of the nse of prices was a growing scarcity of com- 
modities This was suppose to be an argument in 
favour of increasmg the cniiency, though it is diffi- 
cult to see how any sane person r^d believe that the 
fact that commodities had dedmed m quantity was 
a reason for malnng that decime greater m prop^on 
to currency by inereasing the quantity of currency. 
If there is a desue to keep pnoes stable, it would seem 
much more reasonable to ftdsttc the currency when 
there rs a decime m the quantity of commodities. If 
the value relationship between currency and other 
thmgs IS upset by a decime m the quantity of other 
thmgs. It certainly will not be restored by mcreasmg 
the quantity of currency. 

But though the importance of changes m the 
amount of commodities available was obviously no 
argument for mcreasmg cmrencies, it is worth while 
to ask whether m treatmg of the causes of the nse 
and fall of pnees m general, we do not require to take 

the earher rrf this bock 

It may be argued that as the value of everythmg 
is reckoned by the quantity of other thmgs for whidh 
it exchanges, the quantity available of all such thmgs 
IS just as important as the quantity of the thmg itself. 
Iron or wheat, while remaining available m the same 
quantity as before, may nse m value because other 
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things have become more plentiful. Therefore, it will 
be suggested, m treatmg of currency and pnees, we 
ought to thmk just as much about the quantity of 
commodities in general as about the quantity of 
CQZT&ncy« 

The answer to this is that m fact no one Hunks it 
necessaiym the case of oidmaiy commodities tomsist 
on the fact that then value depends on the absolute 
plentifulness of all other commodities as well as on 
their own absolute plentifulness The relationship 
between the quantities is the thmg we Imve to con- 
sider, and It IS botli l^tunate and convenient to 
treat of changes m this idatianHiip as if they were 
always caused by changesm the quantity of the thing 
in question, ignormg the possibihty of their bemg 
Censed by changes in the quantity of all other thingSa 
It IS legitimate, because it makes no diilerence to the 
ailment whether the change in rdationidup is 
caused by change in the itself or in all the raer 
things. It is convenient, because the change m al 
other tbmgs is almost always so slow as to be prac- 
tically negligible over such period of tune as we are 
likely to be mterested m • 

Currency is certainly no exception to the rule If 
its standard IS a metalhc one, this IS obvious. There 
IS no more reason for insistmg on the quantity of all 
other things when we are dealmg with gdd or silver 
than when we are dealmg with iron and tm. 

If the standard is a paper unit, the variations m 
the quantity of all other thmgs are hkdy to be even 
less compaiativdy importaiit than when it is metalhc 

The " scaraty of commodities " during the war 
was mythical Production was really very large; 
what happened was that it was divert^ mto unusual 
channels. Theproducbauafagreatmanyunportaiit 
articles fell ofi, but immense quantities (rf munitions 
of war were produced instead ; many services were 





have been considerably higher than in 1913, though 
not so high as th^ actually are. 

The War tended to diminish the value of gold, 
by enormously reducing the demand for it. Unlike 
most other important metals, gold is not used m the 

or veiy htlle d it is used dnectly or mdiiectly m 
the provision of necessaries of life So belligerents 
m difficulties could afford to do mthout it,_ and as 
it IS indestructible and contains much value in gmnll 
bulk, it was a very convement thing for them to 
give m exchange for things which they wanted more 
urgently. Accordmgly th^ stopped buymg (ne., 
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oScring goods and seraccs in ex(diangc for] any of 
the new gold produced m the world from month to 
month, and, gomg further, they sent out a good 
deal of their old stodc, botit of cunency and orna- 
mental gold, mto the nential countries to buy 
munitions with it. Thus the people of the neutral 
countries ivere oihued the whidc of tlie world's annual 
output of gold and also a kige amount of the old 
stow of Ue helligetent countnes, and naturally 
they got It cheap, tliat is, they did not gn-c as imuh 
goods and services for cedi ounce of it as it was 
worth before the War Soon ei-en this market was 
mudi lestncted, smcc many of the neutrals, foUowmg 
the faduon set by the b^gcrents, issued enough 
mconverUUe papa mmii^ to make the import of 
gold for cuireni^ unprofitable 

It IS no wonder then that gold fell m value, nor 
that, as there has been no great reversal of pohey, 
it remams so low that at the present date it may 
be said that it takes about three ounces of gold to 
buy what two would have bought before the War 
The wonder is rather that it is wortli as mudi as 
It is. The explanatum is to be found chiefly 
m two facts Firstly, the Amencan Federal Reserve 
Board has hoarded a far huger amount of gold than 
anyone would have thou^ hkdy, and secondly, 
the low value of gold has had some considerate 
effect m dinunishmg the profitableness of the gdd 
mines and eventually this reduced the output 
§2 Paper Prtca 

A country vduch has the misfortune to be engaged 
m a war aria IS at all haidipressed by the enemy acts 
qmte reasonably when it p^ with its gold m order 
to buy thmgs of more immediate necessity from 
abroad In domg so it is onfy acting as any private 
mdividnal with ordmaiy common sense does in 
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analogous dtcmnstances There is, too, no mystery 
about the method by vitech the government can get 
possession of most df the gold m the country With 
the proceeds of taxes and loans it can buy up all 
that IS not current com, and the current com can be 
extracted from the pockets and tills of the people by 
prmtmg a convenient paper legal-tender substitute 
and makmg all payments m it, while retainmg all 
coin received The com which is m the cellars of 
banks can be commandeered, and the new paper 
given m exchange for it without causing any financial 
crisis or disturbance 

This can be done without issuing more of the new 
currency than there existed of the old, and conse- 
quently the change from a gold to a paper imit of 
account— say from a gold pound or sovereign to a 
paper pound or Bradbury— need not involve any 
depreciation against either gold or commodities and 
services in general But & European belligeients 
mthe late War, without a smgle exception, issued or 
allowed and encouraged their banks to issue a great 
iipgl more paper legal-tender ttian this It is well 
to understand exactly how and why this came about 

Sometimes when peace is profound and currencies 
are perfectly healthy, something starts a general 
wave of optimism which makes large numbers of 
people buy and pnmiise to buy luoie goods and 
services than usual under the impression that " busi- 
ness is hkdy to be good", m other words, that they 
will be able to sell more without reduction and perhaie 
with an mcrease of price There is a " boom," and 
the " producers " (it would be more accurate to say 
the community thuikmg of Itself as a seller) feel VBiy 
prosperous Soon, however, it is recognized that 
selhng much at " good " jsices is accompanied by 
having to buy at pnees vdiich are only "good " to 
the sdler but are " shocking " to the buyer, while 
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Imyeis become more lebictant than nsnal to pay on 

receipts If eiths bnyecs or sd^is rvere now given 
t^ power to imnt as mndi additional legal-tender 
paper money lor their own nse as th^ liked, no 
difficnlty would be felt The sellers could then give 
the bnyem unlimited credit or the buyers could pay 
the sellers at once As neither party has that power, 
they both, or rather some of each party, run to the 

bn^ mteni^ to jpay at once with ^ borrowed 
xnonsy some seueis mtendmg to tide over the 
time till buyers trim caimot pay at once axe able 
to do so At this pomt agam, all drCBculty would 
be absent if the bants had the power of printing as 
much legal-tender mconvertible paper as they liked 
They would print, and as bnsmess would contmue 
" good," they would be able to lend large quantities 
at a low rate without fear that the borrowers would 
be unable to repay Tims, whether the manufacture 
^ the paper money tromtiusted traders or 

became diso^t^ 1^ its excessive mcreese as 
desenhed above p yo As things are, where there 
IS a cuireniy Imtra m some way to an amount 
which can exist without loss of value, the demand 
for accommodation rises sharply, the banks see that 
they themselves will soon be m difficnlbes and unable 
to meet that obbgatKms unless they choke off some 
of the would-be borrowers and enconzage depositors 
They therefore raise the rate which tb^ charge to 
borrowers and the rate wbidh they pay to Imdera 
(d^ositora), while at the same time mey become 
Efa&rabontthesecurifyQfferadl^bonoweis The 
bubble then bnists The "producers" find that 
their pio^iects are not nearly so rosy as they snp- 
posed: their expenses have risen as well as thm 
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receipts, and now that the wiched banks have " pat 
on the screw," bu;?ers are obhged to hold aS, and 
they themselves, “ thon^ perfectly sonnd," owing 
to me impossibihty of getting sufficient accommoda- 
tion, have difficulty in carrying on thdr business on 
the scale to which it has risen. Pessimism succeeds 
optimism, and the upw^ dope of prices m whidi 
the predmninant desim is to s^d money on goods 
and services, is succeeded by a downward dim in 
which the predominant desim is to sell gooite for 
money. 

In a war the dtnation is difierent. It is then not 
private persons and mstitations, but the government 
which starts the nse of prices by profuse undertakings 
to buy goods and service wiihont much thought 
of how the expense is to be met. When tiie 1^ 
begm to come in, the revenue, augmented as yet, 
if at all, only by small additions, is quite inadequate 
to meet the additional payments. A mvate person 
or mstitution without realizable capital m analogous 
orcumstances is obliged either to borrow, even if 
the terms be what he calls "mmous," or to go mto 
bankruptcy. Bankruptcy in sudi cucumstances is 
clearly of no use to a government . a government 
has to contmue m busmess. A government which 
appeared secure and was expected by its subjects to 
wm the war, could piobaUy always borrow as much 
as was needed, if it were wuhng to pay the necessary 
price, which would be a very high rate of mteiest 
at first, but one which could be reduced by reborrow- 
ing at lower rates afts the war Governments, 
however, axe afraid to offer good enough terms. 
Thqr think it will encourage the enemy if they have 
to pay even only doable what th^ had to pay for 
loans m tune of peace Ihe " busmess commumty,” 
or so much of it as borrows bom banks, terrifies it 
with stones that if it gives high mteiest the rates 
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high m nuniggin n for pnntmg and maintaining sndi 
an issue, which is the i»oper d^criptian of what is 
done by the bank. 

That the issue of inconvertible paper was a broken 
reed for governments to lean on was not then nor 
for a long time so well recognized as it is now It 
was a qmck way of gettmg power to spend— much 
quicker tiifln taiKS find qui d c gr By 

pouiiDg oat money at the central market for loans, 
comm^y called the Money-market, it k^ the rate 
of mterest down, and so appeared to enable the 
government to borrow on betto terms. By raising 
pncesall round it increased the amount of '^money ” 
saved the people and therefore available to be 
borrowed by the government, and also mcreased the 
money yidded % mcome-taxes and ai valum 
commodity taxes Lastfy, but not least important, 
it was supposed that if money incomes mcreased, the 
would lie less with a diimxushed 

amoimt of matenal weUrbeing* whidi to tiiem 
to come from high prices, tlm th^ would be with 
that diminished amount of matenal well-bemg if it 
seemed to come from diminution of ^endable money 

With the of tiie first, all apparent 

advantages tonied out delusive True that some of 
the taxes and other revenues tirought m more money, 
but th^ rose less lapidfy then the of admin- 

istration of worki^ state institubons iitrft the 
Post Office and railways the countnes in which 
the growth of cutienty went hirthest eventually 
found that revenue was meeting but a miserahly 
email percentage of their ex pe n ses Ttue that more 
money could he borrowed at first, but the la^ 
amount only bought as mudi of the commodities 
and services required by the State as the smaller 
amount would have done if the cnctency had not 
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been increased, and eventually, when the continuous 
depreciation became recognized, it became impossible 
for the State to borrow at aE. True that loans were 
raised at first at lower rates of interest, but if the 
depreciation was not to be permanent the lower 
rate was counterbalanced by the larger amount whidi 
had to be borrowed. True that to be punned by 
high prices rather than by small money incomes and 
large taxes made the people rage in the first place 
against the persons who were supposed to profit and 
often did profit — most of them quite innocently — ^by 
the rise of prices instead of against the Government, 
but in the end the people came to the conclusion 
tliat the Government was in league with the hated 
" profiteers," and political discontent began to boil, 
and in some instances boiled over. 

One advantage which was not foreseen or intended 
was obtained. As the currency fell in value the real 
burden of national debt contracted in that currency 
diminished. The pre-war debt of the Austrian 
government was reduced by the depreciation of the 
krone caused by the War to one-fourteen thousandth 
of its original gold value, and that of the German 
government to the incredibly small fraction of one 
billionth. In sudi cases bondholders are congratu- 
lated if they get a " compassionate allowance " of 5 or 
10 p.c. Such a reduction of burden is a real advan- 
tage to the State in its corporate capacity, though 
wc may agree with Adam Smith that the advantage 
is far more than counterbalanced by disadvantages 
to the community. To cover up its own real insol- 
vency the State involves millions of private persons 
and institutions. Not only the State debts, but the 
debts of local authorities, companies, and individuals, 
are lightened to the debtors at the expense of their 
creditors ; and not only debts but all other obh'ga- 
tions to pay fixed sums of money, such as the rents 



pa;«ble on long leases, preference and preferred ordi- 
nuy dividends, pensons, and life annuities are' 
virtually vmtten dovm, the owners being cheated to 
benefit, not the Government or the conn^ m general 
but the persons who have to pay these sums, and 
who for the most part had no desire to thus skulk 
out of their proper oblations. Under an avowed 
bankruptcy, as Adam mnith justly observes, even 
the State creditors would as a body be betto ofi, 
since most of them hdd, in addition to State 
ob^tions, i^ts to fixed sums payable by individuals 
and private institutions. 

"In most countnes the creditors of the public 
are, the greater part of them, wealthy people, who 
stand more in the rdatum of creditors than hi that' 
of debtors towards the rest of their fellow«tizeiis. 
A pretended payment of this kmd, therefore, instead 
of alleviatmg, aggravates m most cases the loss of the 
creditors of the public ; and without any advantage 
to the public, extends Ihe calamity to a ^t number 
of other innocent people. It occasions a general 
and most pemioous subversion of the fortunes of 
private people , ennctung in most cases the idle and 
profuse debtor at the expense of the industrious and 
frugal creditor, and transporting a great part of the 
national capital from the hands wfocb were hkdy 
to mcrease and improve it, to those whidi are likely 
to dissipate and destroy it. ^'hen it becomes 
necessary for a state to declare itself bankrupt, m 
the same manner as when it becomes necessary for 
an mdividnal to do so, a fair, open, and avowed 
bankruptcy is always the measure which is both 
least di^ononiable to the debtor, and least hurtful 
to the creditor The honour of a state is surely 
very poorly provided for when, in order to cover 
the dugrace of a real bankruptcy, it has recourse 
toajugiluigttickof thiskind,so easily seen through, 
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year ^ould become the legal maxinmm for the follow- 
mg year.” The Government, Mr Austen Chamber- 
lam being Chancdlor of the Exchequer, forthwith 
adopted tiie recommendation, and the Lords of the 
Trrasnry issued a soap of paper which I will give 
infuU, as it IS one of the most important documents 
in the monetary history of the world. 


"TBEAsraiy Miottb, 

Dated the 15th December, 1919. 

The Chancellor of the Exchequer draws the atten- 
tion of the Board to paragraph 8 of the Fmal Sqxnt 
of the Committee on Currency and Foreign Exchanges 
after the War, which recommends the imposition 
of a mgyiiTiiim liiyuf on the issDfi of CnzTeucy Notes 
under the Cnireiu^ and Bank Notes Act, 1914 
The Chancellor proposes to the Board that steps 
shall be taken to give eSect to the recommendation 
that the actual maxunum fiduciary arcnlation of 
Currency Notes in any yearsball be the fixed maxunum 
for the followmg year 

The maxunum fiduciary circulation dunng the 
expired portion of the current calendar year has 
been £320,608,298 los and the Chancellor accordmgly 
proposes that directians shall now be given to the 
Bank of England restrictmg them from issuing Cur- 
rency Notes diznng the 12 months commencing the 
1st January, 1920, m CAcess of a total of f 3 ao, 600,000, 
ag^unst gold or of TSn gkTif! Notes, and 
from ifigtimg calendar year oonunencing 

1st January m any year hencefinward notes m excess 
of the actual maxunum fiduaaiy cuculation of the 
preceding 12 monthSr 

My Lords concur. 
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to pve op one fivc-povmd Bank Note for each five 
one-ponnd Currency Notes— a sabstitation of small 
denominations for lai^ge which wonld not affect the 
total currency in their hands at all. 

The Treasury Minute, reviving memories of the 
vmj " Restncbon " Act, speaks of "restncting” 
the Bank of England from issumg notes above tiie 
maximum, as if toe Bank was something more than 
the mere agent of toe Tieasury in the matter, but 
there IS no gettmg over the fact that the Currency and 
Bank Notes Act, 1914, gives all power to the Treasury 
— " The Treasury may, snb]ect to the provisions oi 
this Act, issue Curremy Notes for one pound and 
for ten shilhngs,” and "Currency Notes may be 
issued to such persona and m such manner as the 
Treasury direct."* The Minute really amounted 
to a self-denying ordmance (very pit^ly com- 
municated to the Bank of En^d and the other 
banks) by which toe Treasury bound itself to provide 
for all tlie future outgomgs other means than toe 
issue of notes From very to^y after the beguming 
of toe War doivn to Becmber 1019, sales, known as 
" issues," of Currency Notes, had sup^emented what 
was obtamed from taxation, from borrowing from 
mdividuals and mstitutmns such as toe £^k of 
Eo^and and other hank* at heme and abroadi and 
from sales of war stores and other miscdlaneous 
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were not very viable. T3ie Bank, no donbt from 
mtcibgent antidpaton, bad on November 6 imsed 
the bank rate i per cent above the absurdly low 
rate of 5 per cent which had been mamtained by 
the hdp of the ontput of new currency smee April, 
1917. But prices went on rjang fast. As for the 
note issue, Christmas is the time of year at srtiich 
people arrange to have most cash in their pockets . 
before Chnstmas it is drawn out of the banks m 
large quantities and they meet this dram by drawing 
from the Bank of England When the season is over 
the pubkc has spent the money, and the extra notes 
tncl^ back as they are pam m to the banks by 
diopkeepers, entertamers and others. The banks 
deposit them with the Bank of England, which at 
that time paid Currency Notes m to the Currency 
Note Account, so that there was always a great drop 
m the amount of Curremy Notes outstandmg m the 
course of January. But when the seasonal difop was 
over, the proqiect of the limit stoppmg the gmetal 
slope upwards which had been gomg on for five 
years b%an to exerose the infinence which the pre- 

without paying full value for them had always 
exercised The banks, foreseemg tightness, became 
chary in Tnafang advances, and the fenif of RnginnH 
raised the Bank rate to 7 per cent m April. The 
banks did not, as some allied at the time, " restrict 
credit" out of mere mahee, nor foam an nnusual 
access of covetousness, nor out of a patriotic desire 
to end the nse of pnees, but becanse they " hadn’t 
got the money," and the reason why they bad not 
got It, and did not eiqiect to have it, was the adqptKHi 
of the CunhfEe 

Under this damping influence, the post-war boom, 
which was merely an extoision and ezaggeratian of 
the war boom rather tlwi an indqiendent boom. 
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Advances Irom Government Departments, and few 
persons 5iiq)ected that the Currency Note Account 
was the largest holder of Treason Bills and the largest 
Advancer among Govemmmit Departments. Qoes- 
ttons intended to brmg ont the facts were always 
smothered by Ministers m the House of Commons, 
and the nniiistructed puhhc imagmed that the rednc- 
* — of the aggregate cnnency by some fifteen per 

was due to the fall of jmces, just as they had 

supposed that the mcrease of cnirency from 1915 to 
igig was doe to the rise of prices. This doubtless 
made it somewhat easier to carry ont the poln^, but 
It was unfortunate m that it prevented foreign conn- 
tnes irom utif^ftrsfanHiTig was done, and thus 
depnved them of what aa^ to have been a useful 
example. 

Bytheendofthe three years the work of restormg 
the pound to the old parity with gold was nearly 
done In March, igso, the paper pound was only 
worth about 70 per cent, of the gold contents of a 
sovereign, m Mwch, 1923, it was worth over 96 per 
cent.— four months more at that rate of pogress 
should have brought it to par. But as often Li}mens 
in monetaiy history, the cup was allowed toshpfrom 
the hp. The pohcy of reducing the paper currency 
was abandoned m favour keeping it stationary 
(except of couise for the seasonal and other temporaiy 
vanations) It is as yet unknown whether this was 
due to a change of personnel which had taken place 
at the Treasury, to ministerial fears of unpppiil^ty, 
to tmudity on the part of high financial authorities 
about the return to the gdd standard, or to a behef 
that gold and the paper pound would now approxi- 
mate m value without any further reduction of the 
paper currency. Anyhow this bdief turned out to be 
correct, thou^ two mere years were required for the 
process ; after a shocking 8 per cent, relapse m the 
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light as those irhidi a spendthrift or a drunkard is 
rightly eidiorted by his friends to face like a man." 

For the rake to stop his fatal progress and endeavonr 
to lead a godly, ngMeous, and sober life is painful, 
but when he is at length succeeding, he should not 
turn round and belab^ those who set him on the 
right road, but rather turn his indignation on those 
who before led him wrong, and now would like to 
get him back on the wrong road. 

At any rate we may omgratnlate ourselves that 
oar peoi^ have been much better off than those of 
the countries whidi contmned much longer on the 
wrong toad Some (rf them have been unemidoyed, 
but starvation and other forms of extreme suffmng 
are to be met with among them far less than m 
countnes where the wages of workmen doubled— 
m paper money— every few weeks Thqr are more 
contented, and their government is solvent 

But why not, it is asked, have so arranged the 
limitation of currency as to stabihse pnces at the 
level of April, I920,instead of reducmgthm violently? 
Would not that have obviated the depression and 
unempli^ent and also avoided the mjustice inherent 
in a hill of prices, which does not compensate the 
same people as those who suffered by the previous 
nse? 

The answer is, firstly, that when prices have been 
nsmg steadily for five years busm^ has come to 
be so based on the anbaiation of a contmuance of 
the nse, that the mere taking away of that anbapalion 
must cause a slump Kut of the hei^t of pnces is 
due to the expectabmi that jsesently they will be 
higher still, and if that eiqiectation is takm away, 
present pnces must fall Secondly, if the high level 
of prices has not been long attam^, the same people 
who were injured by the nse will be compensated 
by the fall to such a large extent that a M of prices 
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the public being able to r^lace their stock of Current 
notes by sovereigns and half-sovereigns. But there was 
no reason to believe that the public had any desire to 
do this. The experience of all civilized communities 
has gone to show that notes arc preferred to godd coin 
even when issued in somewhat lower denominations 
than for ten killings at present prices. It ^ould be 
noted that as the sovereign and half-sovereign remain 
legal lender, there is nothing to prevent individuals and 
banks from importing those which are minted in ^uth 
Africa and Australia and putting them into circulation 
if they see any advantage in doing so. 

The Gold Standard Act, 1925, whUe putting on the 
Bank of England the obligation of giving gold bars in 
exchange for Currency Notes, did not take away from 
the Treasury, alias the Government of the day, the 
power of witlidrawing the Minute whidi established 
the CunlifJc limit, and thus recovering its freedom to 
issue an unhmited amount of notes. This weak point 
was removed by what was called the amalgamation 
of the note-issues " effected under the Currency and Bank 
Notes Act of Z928, whidi came mto operation on Novem- 
ber 22 of that year. 

That Act repealed the provisions of the Currency and 
Bank Notes Act, 19x4, which gave the Treasury the 
power to create the Currency Notes, and it provided that 
the Bank of England should redeem the eidsting out- 
standing issue itsdf issuing £i and zos Bank Notes 
in exdmnge. To balance the ItaMlity tiins taken over 
by the Bank, it prescribed that the &nk should receive 
the whole of the Bank Notes (£56,250,000} and silver 
edn (£5,250,000) held in the Carrency Note Account, 
together vdth a portion of the government Securities 
held m the Account, sufficient (wi& the Bank Notes and 
stiver com) to make up a totsu equal to the amount of 
Currency Notes outslanding ^286,750,000). The Bank 
Notes transfmrcd, which had been purely unnecessary 
and meaningless intermediaries betw^ Currency Notes 
and the ;£56,250,ooo of gold bullion held against them, 
were immraiatcly cancelled, and this eliminated a double 
reckoning in the total of paper currency which had 





